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CoMMONWEALTH INSTITUTE OF ACCOUNTANTS 
CoMMONWEALTH INcoME Tax LAW AND PRACTICE 
ApriL, 1946, ExAMINATIONS—MopEL ANSWERS 
By J. A. L. Gunn, F.L.c.a. 
Question I 
Define “Private Company” in terms of Division 7. 
What do you understand by a Company in which the public are sub- 
stantially interested ? 


Answer I 

“Private Company” is defined in Division 7 (s. 103 (1) ) as meaning 
“a company which is under the control of not more than 7 persons, and 
which is not a Company in which the public are substantially interested 
or a subsidiary of a public Company.” 

S. 103 (2) (a) provides that “a company shall be deemed to be a com- 
pany in which the public are substantially interested if shares of the 
company (not being shares entitled to a fixed rate of dividend, whether 
with or without a further right to participate in profits) carrying not less 
than 25 per centum of the voting power, have been allotted unconditionally 
to, or acquired unconditionally by, and are at the end of the year of income 
beneficially held by the public (not including a private company) and any 
such shares have in the course of that year been quoted in the official list 
of a stock exchange.” 


Question 2 

A taxpayer made two gifts of property to his wife, one in 1938 and the 
other in 1942. The taxable incomes from these are £150 and £300 respec- 
tively. In addition, the wife has other income from property. 

The husband’s income is derived solely from property. 

Explain fully the basis upon which each will be taxed. 


Answer 2 


The taxpayer and his wife will be assessed in accordance with the pro- 
visions of s. 102A of the Act. Sub-section (1) of that section provides as 
follows : 

“Where after October 29, 1941, the wife of a taxpayer has acquired 
of acquires any property, whether directly or indirectly, as a result of any 
gift by the taxpayer made after that date or any transfer by him after that 
date without his receiving fully adequate consideration, and the taxable 
mcome derived by the wife during the year of income is in excess of £200, 
the Commissioner shall— 

(a) assess the taxpayer to pay the amount of tax which would be 

payable if the rate of tax applicable to his taxable income were the 
rate which would be applicable if there were added to his taxable 

















income an amount equal to so much of the income from that 
property as is included in the taxable income of the wife; and 

(b) assess the wife to pay the amount of tax which would be payable 
by her if— 

(i) the rate of tax applicable to so much of the income from 
that property as is included in her taxable income were the 
same as the rate at which the taxpayer is assessed in ac- 
cordance with the last preceding paragraph; and 

(ii) the rate of tax applicable to the remainder of her taxable 
income were the rate of tax which would be applicable to 
a taxable income equal to that remainder, 

and the taxpayer and his wife shall respectively be liable to pay the 
amounts so assessed. 

The wife will be taxed as follows: 

(a) In respect of the amount of £300 (taxable income from 
property given by husband in 1942) at her husband’s rate of tax. 
This rate of tax is the property rate applicable to the husband’s 
actual taxable income increased by the amount of taxable income 
£300 derived from the property given by him to his wife in 1942, 
that is, after October 29, 1941. 

(b) In respect of the amount of £150 (taxable income from property 
given by husband in 1938) and her other separate income from 
property, at the property rate of tax applicable to a taxable in- 
come of £150 increased by the amount ot her other separate in- 
come from property. 

The husband will be taxed on his actual taxable income at the property 
rate of tax applicable to his actual taxable income increased by £300 
(taxable income derived by wife from property given to her by husband 
in 1942). 


Question 3 

An individual taxpayer, owing to the war and the consequential disloca- 
tion of his business, showed losses for several past years, but expects to 
return to profitable trading in the current year. He desires to know 
whether these past losses can be taken into account when preparing his 
next Income Tax Return. 

Advise him fully as to the position. 


Answer 3 
Where a taxpayer incurs a loss, as defined in s. 80 (1) in any income 
year, that loss may be carried forward into the next succeeding 4 years ol 
income. S. 80 (1) provides that a loss is deemed to be incurred in any 
year when the allowable deductions (other than losses of previous years) 
exceed the sum of the assessable income and the net exempt income, i! 
any, of that year. 
Losses of previous years are allowable as a deduction in the following 
order: 
(1) Where a taxpayer has not in the year of income derived exempt 
income, the deduction is made from the assessable income. 
(2) Where a taxpayer has in the year of income derived exempt 10- 
come, the deduction is made successively from the net exempt 
income and from the assessable income. 
(3) Where there are two or more losses, the losses are taken into 
account in the order in which they were incurred (s. 80 (2) ). 
The earliest loss which the taxpayer may carry forward into income year 
ended June 30, 1946 is that incurred for income year ended June 30, 1942 
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Question 4 

A British Manufacturing Company is considering manufacturing in 
Australia, and for this purpose proposes forming an Australian Company, 
in which it will have the major holding, although it is proposed to appoint 
resident Australian directors*who will have control of its activities, sub- 
ject to supervision from England. 

One of the British directors is visiting Australia for this purpose, and 
asks for advice as to the previsions of the Federal Income Tax Acts re- 
lating to business controlled abroad. 

Set out your report to him. 

Answer 4 

The attention of the visiting director will be drawn to the provisions of 
s. 136 of the Act. That section provides that where a business, controlled 
by non-residents, is carried on in Australia and that business produces no 
taxable income or less than the amount of taxable income which, it appears 
to the Commisioner, might be expected to arise from that business, the 
person (which includes a Company, s. 6) carrying on that business in 
Australia is liable to pay income tax on a taxable income of such amount 
of the total receipts (whether cash or credit) of the business as the Com- 
missioner determines. 

This provision may be applied to cases where the business— 

(a) is controlled principally by non-residents ; 

(b) is carried on by a Company a majority of the shares in which is 

held by or on behalf of non-residents ; 

(c) is carried on by a Company which holds a majority of the shares 

in a non-resident company ; or 

(d) is carried on by a Company on behalf of which other persons hold 

a majority of the shares in a non-resident Company. 

In the case under review, the Commissioner may apply the provisions 
of s. 136 explained above to the Australian Company by reason of the 
majority shareholding in the local Company by the non-resident British 
Company. 

Question 5 

A former employee of one of the Wool Companies has become 2 
Primary Producer. He desires information as to the Averaging of In- 
come Clauses of the Act and seeks your advice. 

Write a report giving him full information. 


Answer 5 


The averaging of incomes provisions, which are contained in Division 
16 (ss. 149 to 158) of the Act apply to primary producers only; a 
“primary producer” means a person who carries on in Australia a busi- 
ness of primary production (s. 157 (2) ) but “business” does not include 
occupation as an employee (s. 6). 

As the taxpayer’s income has not previously been averaged, the first 
average year may be either— 

(a) a year in which the taxable income is not greater than that of the 

next. succeeding year (s. 151 (1) ); or 

(b) a year in which he was carryirg on business as a primary producer 

and had no taxable income (ss. 151 (2) and 153). 

Any year in which the taxpayer was not carrying on business and was 
not in receipt of a taxable income cannot be counted as a first average 
year in making the first calculation of the average table (s. 151 (2) ). 

The maximum average period is five years (s. 150) and the minimum 
two years (s. 158). 
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The averaging provisions apply to the total taxable income derived by 
a primary producer and not merely to that part of the taxable income 
which is derived from primary production. Primary production need not 
be the taxpayer’s principal business or source of income. Where the 
averaging provisions apply, the taxpayer is taxed on his actual taxable 
income for the year. of income at the rate applicable to his “average in- 
come.” S. 149 defines “average income” of a taxpayer as meaning “the 
average of his taxable incomes of the years (in this Division called 
‘average years’) beginning with the first average year and ending with 
the year of income.” 

The averaging provisions do not apply to the taxable income of a com- 
pany except imcome in respect of which it is assessable as a trustee 


(s. 158). 


Question 6 

The Commissioner has certain powers and remedies against a trustee of 
a deceased person in cases where, whether intentionally or not, such 
person evaded full taxation during his lifetime by reason of not having 
made full, complete and accurate returns. 

(1) Enumerate these. 

(2) What limitations, if any, are imposed upon the Commissioner as 

to the issue of amended assessments in such cases? 


Answer 6 
(1) Where, whether intentionally or not, a taxpayer escapes full taxa- 
tion in his lifetime by reason of not having made full, complete 
and accurate returns— 
(a) The Commissioner has the same powers and remedies 
against the trustees of the estate of the taxpayer in respect 


of the taxable income of the taxpayer as he would have 
against the taxpayer if the taxpayer were still living. 

(b) The trustees have to make such returns as the Commis- 
sioner requires for the purpose of an accurate assess- 
ment. 

(c) The trustees are subject to additional tax to the same ex- 
tent as the taxpayer would be subject to additional tax if 
he were still living, but the Commissioner may in any 
particular case and for reasons which he thinks sufficient, 
remit the additional tax or any part thereof. 

(d) The amount of any tax payable by the trustees is a first 
charge on ail the taxpayer’s estate in their hands (s. 216). 

(2) Where the deceased taxpayer escaped full taxation in his lifetime 
by reason of not having made full, complete and accurate returns 
and where the Commissioner is of opinion that such escape from 
taxation was due to fraud or evasion, the Commissioner may 
amend the assessment at any time (ss. 216 (a) and 170 (2) (a) ). 

Where the deceased taxpayer had not made to the Commissioner full, 

complete and accurate returns and there was an avoidance of tax; but 
such avoidance was not due to fraud or evasion, the Commissioner may 
amend the assessment within 6 years from the date upon which the tax 
became due and payable under the assessment (ss. 216 (a) and 170 (2) 
(b) ) 

Question 7 

Included in the sale as a going concern of the business of a manufac- 

turer is Plant which has been depreciated from year to year in the past. 

State the provisions of the Act governing this transaction. 
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Illustrate your answer by showing the treatment to be adopted in the 
two following examples— 


Example 1: 
Original Purchase Price .. .. Sk ath ee: 4 ek 
Depreciation allowed at date I ai ae, ik eee 300 
ET ha wa aes hal ee, @6564 SS We. De a BE 40-48. He 800 


Example 2: 
Original Purchase Price .. .. 5 aa cick ows. sos a ge 
Depreciation allowed at date of sale... .. ee we ee ee “a 300 
Ph: on SeTse OS BSG de “OS 68 re oe oe wh xo can 1,100 


Answer 7 

Where plant, in respect of which depreciation has been allowed or is 
allowable is disposed of at any time in the year of income, the depreciated 
value of the plant at that time, less the amount of consideration receivable, 
is an allowable deduction (s. 59 (1) ). 

If the consideration receivable exceeds the depreciated value, the ex- 
cess, to the extent of the amounts of depreciation allowed and allowable, 
is assessable income of the year of disposal (s. 59 (2) ). 


Example 1: 
Original purchase price .. . .. .. £1,000 
Depreciation allowed at date of sale (N. B.—It is s presumed 
that this means depreciation allowed and allowable to 


EE ik a Awe. Ae: 0% 46. em. WE. 60 ae Oe 08 300 


TT OED i0 an o6 0 04 a0 &6 6A 44 00 Oe OO £700 
SPUN se 40 40: dn: SEncu. On Oe 24 oO OR 46 08 00 HO 800 


Excess of consideration receivable over depreciated value £100 


The sum of £100 is assessable income of the year of sale (s. 59 (2) ). 


Example 2: 
Original purchase price .. . bik: tee, btn nie ee ee Se 
Depreciation allowed at date of sale (NB—It is presumed 
that this means depreciation allowed and allowable to 


OP er ee ee ee oa 300 


PE, WO ac. oe oe Ge Ge Meee be Se We 66 WS £700 
EEO rad: Wier ‘Gal tat ile deat Se: acwee Oe ke Ge ae ee Se 


Excess of consideration receivable over depreciated value £400 


The excess is assessable only to the extent of £300, being the amount of 
depreciation allowed and allowable to the taxpayer. The sum of £100, 
being the excess of consideration receivable over cost price is not assess- 


able. (s. 59 (2) ). 


Question 8 

Some special allowances to taxpayers living in isolated areas of Aus- 
tralia have been granted. 

(a) To whom do these apply. 

(b) What are the allowances, and 

(c) From when do they date? 
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Answer 8 
(a) New s. 79A, inserted by the Income Tax Assessment Act 1945 No. 
4, provides for special allowances for taxpayers being residents of 
certain areas with uncongenial climatic conditions, isolation and 
high cost of living. 
These areas which are known as “prescribed areas,” are zones A 
and B as described in parts I and II respectively of the second 
schedule to the Act. 
“Resident” in relation to a prescribed area, means a person (other 
than a company or a trustee )— 
(i) who resides in that area for more than one half of the year 
of income. : 
(ii) who has actually been in that area, whether continuously or 
not during more than one half of the year of income; or 
(iii) not being a person to whom paragraphs (a) or (b) above 
applies, who died during the year of income and at the date 
of his death resided in that area. 


> 


The allowances are as follows— 
(i) Toa resident of zone A £40 
(ii) To a resident of zone B who has not resided or actually 
been in zone A during any part of the year of income £20; or 
(iii) In any other case—such amount, not being less than £20 nor 
more than £40, as, in the opinion of the Commissioner, is 
reasonable in the circumstances. 


The special allowances granted by new s. 79 A first apply to assess- 
ments based on income derived during year ended June 30, 1946. 





Australian Mercantile Law 
By J. H. Trotter, Lw.B., A.1.C.A. 


III.—Tue Law or Contract (CoNnTINUED). 
OFFER AND ACCEPTANCE. 

Agreement is the essential basis of contract and, in general, agreement 
requires an offer by one party accepted by the other. Two parties at 
least are essential, the promisor and the promisee. When the contract 
consists, as it often does, of mutual promises, each party is, of course, 
both a promisor and a promisee. In order that there should be an out- 
standing obligation a promise by one party is essential. 


THE OFFER. 

An Offer is a proposal by one party to enter into a legally binding con- 
tract with another. The offer may be in writing, oral or implied from 
conduct. 

KINDS OF OFFER: An offer may be made in one of the following 
forms :— 

(1) An Offer of a Promise for an Act. This may be accepted by per- 
formance of the act. Thus where a man offers a reward for the doing of 
a certain thing, say the return of his dog, which is lost, and another 
knowing of the offer, finds the dog and returns it, the offer becomes 4 
binding promise. Note the distinction here between an offer of a promise 
and a promise. In the law, there is no promise until the contract is com- 
plete, meanwhile there is only an offer. A good example of this sort 0! 


' 
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offer is afforded by an English case, in which a company, which offered 
by advertisement to pay £100 to anyone who contracted influenza after 
having used the company’s “Smoke Ball” as directed, was sued by Mrs. C., 
who had done so, and afterwards caught influenza. It was held that there 
was a good contract accepted by performance. 

(2) Offer of a Promise for a Promise: The offer may be accepted by 
the giving of the promise by the other party, and the contract then con- 
sists of outstanding obligations on both sides. Thus, A offers to pay B 
a certain sum if B will promise to perform certain services for him. 
When B promises to perform the services, he thereby accepts A’s offer, 
and both parties are bound, the one to do the work and the other to 
pay for it. 

(3) Offer of an Act for a Promise: Where a person offers his labour 
or goods in such circumstances that he obviously expects to be paid 
for them, and the labour or goods are accepted by the person to whom they 
are offered, the latter person becomes bound to pay a reasonable price 
for them. This is an example of a tacit contract (to be considered later). 
However, where the person to whom such offer is made has no oppor- 
tunity of accepting or rejecting he cannot be deemed to accept them. Thus 
if A, a painter, goes to B’s home and paints it without B’s knowledge or 
instructions, A has no claim on B. 

Note, in the case of the first and third kinds of offer, that, upon 
acceptance, there is an outstanding obligation on one side only, while in 
the case of the second kind there are outstanding obligations on both 
sides. The former constitutes an executed, the latter an executory 
contract. 

(4) An Offer of a Promise followed by Simple Assent: This applies 
only in the case of a Contract under Seal. Such an offer is where A 
promises under seal to give B £50. B need merely assent. The promise 
is binding. This, like most of the rules in relation to contracts under 
seal, is anomalous. The contract under seal predates the more modern 
concept of contract. 

OFFER AND INVITATION TO TREAT: These must be dis- 
tinguished. Thus an announcement that goods would be sold by tender, 
unaccompanied by words indicating that they would be sold to the highest 
tenderer, was held to be a mere attempt to ascertain whether such an offer 
could be obtained within such a margin as the sellers were willing to 
accept. So the display of an article in a shop window, even with a card 
showing its price, is not, generally, an offer, but merely an_ invitation for 
someone to enter the shop and make an offer to purchase. So, catalogues, 
price lists, advertisements and such like are, generally speaking, invitations 
to treat and not offers. These matters, however, depend on implications 
from conduct, and any unusual circumstance may alter the implication. 


COMMUNICATION OF OFFER. 


1. An offer must be communicated. Thus a reward could not be claimed 
by one who did not know it had been offered. 

2. There is, however, a conflicting rule applicable in certain cases: If a 
person exhibits the ordinary external signs of assenting, then, as against 
the opposite party, the ldw will regard him as having assented. This rule 
is of importance where an offer contains various terms, some of which 
the offeree is not aware of. Thus where a contract is made by the delivery, 
by one party, of a document such as a railway ticket or a cloak room 
voucher, on which are stated the terms upon which the party will enter 
into the contract, and this document is accepted by the other party without 
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objection, it is to this rule to which we must turn, and all the relevant 
‘circumstances must be considered; such circumstances, for example, as: 

(a) Whether the terms are stated legibly or obscured by other 
writing. 

(b) Whether the transaction is one which a reasonable man would 
expect to be subject to special conditions—the railway ticket 
cases are probably in this category. 

Contract Under Seal: No communication necessary to make binding 
promise. When the offeree becomes aware of the promise he may take 
advantage of it or repudiate, as he pleases. 

REVOCATION OF OFFER: An offer may be revoked at any time 
before acceptance. Kevocation of an offer, however, must be communi- 
cated to the offeree. Thus if the offer is accepted before notice of the 
revocation is received by the offeree, a binding contract will have been 
formed, and the revocation will be ineffective. An exception to the rule 
that an offer can be revoked at any time before acceptance is that where a 
promise, under seal or supported by consideration, is made to keep the 
offer open for a certain time, the offer cannot, in such a case, be withdrawn 
during the stipulated time. The offeree is said to have purchased an 
OPTION. The student should carefully note that the giving of the option 
is a separate contract, and if not under seal must be supported by con- 
sideration. A mere gratuitous promise to keep an offer open is not 
binding. 

Offer Under Seal: Such an offer is irrevocable. The offeree may 
decline it, and it then lapses. 


LAPSE OF OFFER. 


1. The parties may state a time during which the offer is open for 
acceptance. If no option is given to keep the offer open during that time, 
then it may be withdrawn before that time expires; upon the expiry of 
that time it lapses. The offerer says, in effect: “If I don’t withdraw my 
offer within a certain time, it will, in any case, lapse.” 

2. If no time for acceptance is stated, then the offer must be accepted 
within a reasonable time. If no option is given, the offer may be with- 
drawn at any time, but, in any case, lapses after expiration of a reasonable 
time. 

3. If the offer is refused, then it lapses. This occurs, for example, 
when a counter offer is made. 

4. The offer lapses on the death of either party before acceptance. 


ACCEPTANCE. 


An acceptance occurs when the party to whom an offer is made signifies 
his agreement to the proposal of the offeror. 

The offer may be accepted only by the person to whom it is made, but 
there is nothing to prevent an offer being made to a number of persons, 
generally, for acceptance by any one of them. (See the example given 
under Kinds of Offer: Offer of an Act for a Promise.) 


RULES AS TO ACCEPTANCE. 


1. An offer is accepted when acceptance is made in a manner prescribed 
or indicated by the offeree. All that is necessary is some act or words 
which comply with the prescribed or indicated mode of acceptance which 
the offeror either expressly or impliedly intimates as sufficient. However, 
there must be something more than mere formation of intention to accept. 





1946 THE AUSTRALIAN ACCOUNTANT 303 


The acceptor must do something to signify his intention to accept, not 
merely make up his mind to do so. Thus, when A wrote to B, offering 
to buy B’s horse for a stated price, and added, “If I hear no more about 
him, I consider the horse mine at £30/15/-,” and B made no reply to this 
offer, though it appeared from subsequent dealings that he had made up 
his mind to accept it, it was held that there was no contract. 

2. If the offeror expressly or impliedly intimates that it will be sufficient 
to act on the proposal without communicating acceptance to it to himself, 
then acting on the proposal is sufficient acceptance without notification. 
The “Smoke Ball” case referred to at the beginning of this part is an 
example’ of such a case. 

3. If the offeror indicates a mode in which acceptance should be com- 
municated, then he will be bound by a communication so made, whether 
it reached him or not. If the offeree, however, chooses to use a mode of 
communication other than that suggested by the offeror, then there will 
be no effective acceptance unless and until the other party receives notice 
of it. Thus, if the offeror suggests an answer by telegram, the offer is 
accepted when the offeree sends the telegram, but if the offeree sends an 
answer by messenger service, then he takes the risk as to whether this 
acceptance arrives too late or not at all. 

4. If a mode of acceptance is not merely suggested by the offeror, but 
is stipulated, then the acceptance must be made in the manner stipulated, 
otherwise it is open to the offeror to treat the acceptance as a nullity. 

5. Acceptance must correspond with the terms of the offer, and must be 
unconditional. Thus, if A offers to sell a farm to B for £1,000, and B 
says he will give £950, this is not an acceptance, but a refusal of A’s offer, 
and a counter offer. The original offer, being refused, lapses. A may, 
accept the counter offer but, if he does not, it is not open to B, then, to 
accept the original offer. That offer is dead. Similarly, if the acceptance 
is qualified by any variation or addition to the terms of the offer this is 
not an acceptance, but a refusal, of the offer. It may, according to the 
circumstances, amount also to a counter offer. So where A wrote to B 
as follows, “Could you supply me with 10 tons of flour at £16 per ton, 
three months’ credit, but paid for before removal,” and B replied, “We 
are willing to supply you with 10 tons of flour on the terms named by 
you, viz., promissory note for three months from the present date, and 
flour not to be delivered until paid for,” it was held that this correspond- 
ence did not complete a contract. The purported acceptance was qualified ; 
it was not an unconditional acceptance of the offer. 


6. Acceptance can be made only by the party or parties to whom the 
offer was made. Thus if A makes an offer to B which is accepted by B 
and C or B as agent for B and C, the purported acceptance is no accept- 
ance at all. 

7. Acceptance is final. The contract is complete, and both parties are 
bound by it. Thus where the post is the indicated means of communica- 
tion, and the offeree accepts the offer by letter, and later changes his mind 
and sends a telegram endeavouring to revoke his acceptance, the purported 
revocation is ineffective. 

8. Although acceptance may not be revoked, the contract formed by 
the acceptance of an offer may be cancelled with the consent of both 
parties, the release of one being consideration for the release of the other. 

9. As explained under the heading “Lapse of Offer,” the acceptance 
must be made within the time prescribed, or, if none is prescribed, then 
within a reasonable time. 

Note that in relation to Offer, Revocation of Offer and Acceptance, we 





304 THE AUSTRALIAN ACCOUNTANT AUG 


start with the proposition that communication is necessary, but that, in 
relation to Acceptance, this proposition is subject to the exceptions noted 
above (Rule 1, 2 and 3). In the cases noted, acceptance may be effective 
though the offeror has received no notice of it. 

CONTRACTS BY POST: The rules in relation to contracts by post 
are merely an illustration of certain principles already stated. Note par- 
ticularly Rule (3) in relation to Acceptance. 

1. An offer by post will, unless a contrary intention is expressed, 
ordinarily imply that an answer by post is the mode of acceptance invited 
by the offeror. 

2. An offer by post must be communicated to the offeree, i.e., the letter 
must be received by him. 

3. A revocation of the offer is not effective until the offeror receives 
notice of it. 

4. Where an answer by post is the invited mode of acceptance, the 
contract is complete as soon as the answering letter of acceptance is 
posted, even though the letter is delayed in the post, or even if it never 
reaches the offeror. The answering letter, however, must be posted. If 
the letter is merely handed to a postman who had no business to receive 
letters outside his ordinary duties of collection, this is not sufficient, nor 
is posting in a private letter box in an office building. 

5. Any revocation of an offer which invites acceptance by post must 
reach the offeree before he posts his acceptance, otherwise it will have no 
effect. (See Rule (7) in relation to Acceptance. ) 


1V.—Tue Law or Contract (CONTINUED). 
THE INTENTION TO CREATE LEGAL RELATIONS. 


It is essential that the parties to a contract must contemplate legal con- 
sequences. Thus a mere statement made in the course of conversation 
will not constitute a binding promise, though acted on by the person to 
whom the statement was made. So engagements of pleasure and social 
arrangements, even though the parties may incur expense in the fulfilment 
of their mutual promises, so that, upon the breach of the arrangement, 
one of the parties suffers quite considerable damage, do not admit of being 
regarded as business transactions, and are consequently outside the scope 
of contract. Thus there is no contract if an agreement is made to spend 
a week-end in the mountains with a friend, even though the friend went 
to considerable expense to provide suitable holiday requirements in 
preparation for the trip. 

In commercial transactions, of course, the intention to create legal rela- 
tions is presumed, but even in commercial transactions the parties may 
expressly intimate that they do not intend to enter into any legal obligation 
at all, and in that case there will be no legally binding contract. 

Upon the same principle, the Courts will refuse to construe a contract 
out of indefinite or illusory terms. Thus when A, upon entering into 4 
contract with B, promised that “if satisfied with you as a customer” he 
“would favourably consider” a renewal of the contract, these words were 
too vague to constitute a valid contract. 


V.—Tue Law or Contract (CoNTINUED). 
ForM OR CONSIDERATION. 


Contracts may be oral, written or “tacit” (i.e., implied from conduct), 
or a combination of any two or all of these forms. Thus a contract may 
be partly oral and partly written, or partly written and partly implied. 
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However, the law requires, in certain cases, certain forms of expression, 
and in this respect Contracts may be classified as follows: 
1. Formal Contracts: 
(a) Contracts of record. 
(b) Contracts under Seal. 
Simple Contracts: 
(a) Those* required to be in writing. 
(b) Those required to be evidenced by writing. 
(c) Those not required to be in writing or evidenced by writing. 


ForRMAL CONTRACTS. 


(a) Contracts of Record: Though styled Contracts of Record, these 
are not contracts in any real sense. A Judgment of a Court is an example 
of such a “Contract of Record.” Such so-called contracts are of little 
interest to the student of Mercantile Law. 

(b) Contracts under seal or by deed (also called specialty contracts or 
specialties) : Such contracts obtain their binding force from their form 
alone. Formerly the sealing of the document (by the attachment of the 
executing party’s seal) and delivery to the other party were essential. 
There was doubt as to the necessity of signature. However, legislation 
in New South Wales, Victoria, South Australia and Tasmania now pro- 
vides that every deed must be signed and attested by at least one witness 
who is not a party to the deed. Actual delivery is not now essential; 
words indicating an intention that the deed should become operative are 
suficient. Nor is sealing necessary if it is sufficiently clear that the docu- 
ment is a deed. The usual attestation of a deed states that it is “signed, 
sealed and delivered.” Small paper stickers are frequently used to indi- 
cate a seal. 

PECULIARITIES OF A SPECIALTY. 


1. Contracts under seal belong to a much earlier period in the develop- 
ment of the Law of Contract than the simple Contract, and hence many 
of the rules applicable to the formation of simple contracts are not 
applicable to specialties. A specialty is a deed complete in itself. The 
other party may, when he becomes aware of it, repudiate it or take 
advantage of it as he pleases. 

2. A gratuitous promise (i.e., a promise for which the promisor obtains 
no consideration) is binding if made under seal, but is not binding in 
the case of a simple contract. 

3. Statement made in a deed may not be denied by the party or parties 
to it, in litigation arising upon the deed. This is not so in the case of a 
simple contract. The deed is said to create an estoppel. 

4. Where persons have made a simple contract, and afterwards the same 
parties enter into an identical engagement by deed in relation to the same 
subject matter, the simple contract merges in the deed, i.e., it ceases to 
exist, the deed taking its place. 

5. By the Statute of Limitations, a right of action arising out of a deed 
cannot be enforced, generally speaking, after 20 years (Victoria 15 years). 
The action is said to be then barred by the Statute. In the case of a 
simple contract the action is barred in 6 years. 

Escrow: A deed may be delivered subject to a condition. It then does 
not take effect until the condition is performed. During this period it is 
termed an escrow, but upon fulfilment of the condition it becomes opera- 
tive as a deed. In the meantime it may be delivered to a third party, 
¢g., a solicitor, to hold until the condition is fulfilled. It may probably 
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also be delivered to a party to it if the intention is clear that the deed 
was to be delivered conditional. 

Indenture: Formerly, if two parties executed a deed, two copies were 
made on the one piece of parchment. It was then torn or cut with serrated 
or indented edges. The two copies could then be readily identified by a 
comparison of the two edges. This practice is now obsolete. An inden- 
ture now means simply a deed to which there is more than one party. 
A Deed Poll is a deed to which there is only one party. It is sometimes 
referred to as a unilateral deed. 


CONTRACTS REQUIRED TO BE UNDER SEAL. 
(1) Contracts required by Common Law to be under seal: 


(a) A gratuitous promise (see above). 
(b) Contracts by corporations aggregate, except 
(i) Matters of trifling importance or daily occurrence; 
(ii) Contracts by companies registered under the Com- 
panies Acts of the various States. These acts place a 
Company so registered in a similar position to an indi- 
vidual, in this respect. So a contract required to be 
under seal if made by private persons must be made 
under the Common Seal of the Company. Otherwise 
the contract may be made in the same manner in which 
a simple contract may be made between private persons, 
and in this case the Company acts through a person 
having express or implied authority from the Company. 


(c) Appointment of an agent with authority to contract by Deed 
(called a Power of Attorney). 


(2) Contracts required by Statute to be under seal: 
(a) A Transfer of a British Ship or a share therein is void, unless 


by Deed. 
(b) A Lease of Land for a period exceeding three years is void, 


unless by Deed. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


Rates oF Tax FOR 1946-47 


The Income Tax Resolution 1946 introduced in the House of Repre- 
sentatives during July by the Prime Minister and Treasurer, Rt. Hon. 
. B. Chifley, declares the rates of income tax payable for the financial 
year 1946-47. The Resolution effects a reduction in the income tax rates 
payable by individuals. The rates of tax payable by companies remain 
unaltered. In the case of companies, the rates will be applied in assess- 
ments based on income derived during the year of income ended 30th June, 
1946. In the case of other persons, however, they will be applied in assess- 
ments based on income derived during the year of income ending 30th 
June, 1947. ‘ 

A Resolution to amend the rates of social services contribution was 
also introduced. Although primarily intended to simplify the method of 
calculation of the contribution, it will also have the effect of reducing the 
rate of contribution payable on the lowest incomes. The amendment of 
rates of contribution is made retrospective and will apply to assessments 
for contribution on income derived both during the year of income ended 
30th June, 1946, and year of income ending 30th June, 1947. In respect 
of year ended 30th June, 1946, however, one-half only of the amount of 
contribution calculated in accordance with the new rates is payable. 


Rates oF TAX ON INCOME FROM PERSONAL EXERTION 


The rates of tax on incomes derived from personal exertion in respect 
of year of tax 1946-47, based on income derived during year ending 30th 
June, 1947 (or substituted accounting period), are set forth in the First 
Schedule to the Income Tax Act 1946. The following are the rates of 
tax :— 


(a) Taxable Income: 
£1 to £300— 
On first £200: Nil. 
On excess over £200: 36d. plus -06d. for each £ excess. 
Section 17 of the Income Tax Assessment: Act 1936-1946 provides, in 
respect of income derived in year ending 30th June, 1947, that no income 
tax shall be levied where the taxable income does not exceed £200. 
Examples illustrating the liability of persons whose income from personal 
exertion does not exceed £300 to income tax and/or social services contri- 
_ are given in later paragraphs dealing with social services contri- 
ution. 


(b) Taxable income: 
£301 to £1000— 
On first £300: 14d. 
On excess over £300: 48d. plus-02d. for each £ excess. 


Examples : 

(1) Taxable income £400— 
SEE ad we kn aw Oe aa. wk ee oe ck; ee 
Se ee = = hl 


CS en ee ee = hl 
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Gross tax payable-.. .. .. .. 

Less concessional rebates— 
Pete ere 
First child .. .. .. bd ores 75 
Three other ‘children cgie aes od 90 


£265 


Rebate on £265 at 
(23d. plus sad = 41d. = £45 5 O Maximum 
rebate .. .. . rn thi es. * take SE eee ae. a 


ee ee EE os dk Ww ee, ok ak oe oR we we Nil 


Social services contribution in this example is calculated as follows: 
Contributable income: £400. 
Rebateable amounts for income tax purposes— 
_ Pe ree ae aT esa 
First child .. .. .. ja dees 75 
Three other children .. .. .. 90 


£265 


Basic rate on £400 = 18d. 
£400 — £265 
Concessional rate = 18d. * ————————- = _ 113-5. 


180 
Contribution on £400 at 13-5d. = £22 10 O. 


The total of the levies for year ending 30th June, 1947, in the above 
example is therefore: 
ME is 6 «eee. 66 we on 20 Nil 


RENEE 6 tw ts oe oe st we BOO OS 


£22 10 0 


(2) Taxable income £600— 


EE go) am. a es Ww. Kw SS 
ee) ge ise. Sim a cere. lia a 


SN ee a SS ae Sw 


og LEP ae ee ee ee ee 
Less concessional rebates— 

ee ee Se ene 

First child . : Sie ek 

Two other children bey te ed 

Medical expenses .. .. .. .... 


Rebate on £270 at 52d. (34d. plus 18d.) .. .. 


Net tax payable .. 
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Social services contribution is calculated as follows: 
Contributable income: £600. 
Rebateable amounts for income tax purposes = £270 as above. 
Basic rate on £600 = 18d. 
£600 — £270 


Concessional rate = 18d. X ———————- = _ 33d. 
180 
As the concessional rate exceeds the basic rate, contribution is payable 
at the basic rate of 18d. 
Contribution on £600 at 18d. = £45 O 0. 
The total of the levies for year ending 30th June, 1947, is therefore: 
DS Ca ka ce ow on be 46 Se I 
ee ee 


(c) Taxable income: 
£1001 to £2000— 


On first £1000: 47-6d. 
On excess over £1000: 76d. plus -025d. for each £ excess. 


Example: . 
Taxable income £1500-— 
ee Oe er OP nc cc de oe we oe a0 0% 
ey ee BE nc os ee oh Oe. ba 0d 0m 08 


Sea Oh Gi POE nc sc os cc be 08 0% Se 


Gross tax payable .. . 

Less concessional rebates at 79: 2333d. (61: 3333 
plus 18d.)— 
Parr: .. £100 = £33 0 O 


Life assurance premium .§ dom RE GC 


£175 


Net tax payable .. 


services contribution is calculated as follows: 
Contributable income: £1500. 
Rebateable amounts for income tax purposes = £175 as above. 
Basic rate on £1500 = 18d. 
£1500 — £175 
Concessional rate = 18d. X = 132-5d. 
180 
As the concessional rate exceeds the basic rate, contribution is payable 
at the basic rate of 18d. 
Contribution on £1500 at 18d. = £112 10 0. 
The total of the levies for year ending 30th June, 1947, is therefore: 
I cs od ow: ae “ie oe wee. ee 
CRD nsec ct ae seen es | 


£437 9 O 
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(d) Taxable income: 
£2001 to £3000— liz 
On first £2000: 74-3d. Ir 
On excess over £2000: 126d. plus -014d. for each £ excess. bi 
£3001 to £5000— , 
On first £3000: 96-2d. 
On excess over £3000: 154d. plus -005d. for each £ excess. 
Exceeding £5000— 
On first £5000: 123-32d. 
On excess over £5000: 174d. 
Example : 
Taxable income £6000— 
See at TA EOE. OS jw nc ce ce 20 co 0s oo SED OG 
a ee ee ees ee 00 
£6000 at 131-7667d. in z .. 
i a is ee oh ec: oe ce ee te ee oe 
Less concessional rebates— 
Life assurance (£120 eal wes 
Medical expenses .. .. . eu ae 40 
£140 
£140 at 149-7667d. — 76674. a 
18d.) .. .. .. ia 2 © 
Wife, maximum rebate........ 45 00 
First child, maximum rebate .. .. 45 O O 
Second child, maximum rebate . .. 8 0 0 
185 7 0 S 
CO ee ll 
Social services contribution in this case will be calculated at the basic 
rate of 18d. 
Contribution on £6000 at 18d. = £450. 
The total of the levies for year ending 30th June, 1947, is therefore: 
ce as 6a ee es oe ea oe ee ee: 
SED ik ic ne 40 WS “oe 450 0 O As 
at th 
£3558 16 O 
————————— nd Th 
Rates OF Tax ON INCOME FROM PROPERTY 
The rates of tax on income derived from property in respect of yeaf 
of tax 1946-47, based on income derived during year ending 30th June, 
1947 (or substituted accounting period), are set forth in the Second 
Schedule to the Income Tax Act 1946. The following are the rates of tax: 
(a) Taxable income: (c) 







£1 to £300— 
On first £200: Nil. 
On excess over £200: 47d. plus -1d. for each £ excess. 
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In respect of income derived during year ending 30th June, 1947, no 
liability to income tax arises where taxable income is £200 or less (s. 17 of 
Income Tax Assessment Act 1936-1946). Examples illustrating the lia- 
bility of persons whose income from property does not exceed £300 are 
given in later paragraphs. 


(b) Taxable income: 


£301 to £1000— 


On first £300: 19d. 
On excess over £300: 67d. plus -02d. for each £ excess. 


Example : 
Taxable income £600— 


£300 at 19d. in Zé .. Siac, clas kl, Sabine ible, bah. xe siden te 
OE Se en Oe a ee 


ee Se So ks 66 ws ee 08 


Gross tax payable .. 

Less concessional rebates— 
Se a eee alt 
Only child .. . ‘ 


Rebate on £175 at 52d. pipe exertion rate 34d. 
plus 18d.) . - - ie eet oe 37 18 O 


ee EE bk ‘am «a ce 40 08 We ee ee ce Se 


Social services contribution is calculated as follows: 


Contributable income .. .. hs . £600 


Rebateable amounts for income tax pur- 
poses .. ‘+ “es <6 ee ee 


Basic rate on » £600 = = 18d. 
£600 — £175 


Concessional rate = 18d. * ————————- = _ 425d. 
180 


As the concessional rate exceeds the basic rate, contribution is payable 
at the basic rate of 18d. 
Contribution on £600 at 18d. = £45 O 0. 
The total of the levies for year ending 30th June, 1947, is therefore: 
PC ccc. ue t¢- ee ae once ak cae a 
0 eee ee ee 


#122 2 0 


(c) Taxable income: 


£1001 to £2000— 


On first £1000: 62-4d. 
On excess over £1000: 95d. plus -029d. for each £ excess. 
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Example: 
Taxable income £1250— 
EOE ES eee eee lO 
oe ee 106 10 3 


£1250 at 70-374. to € Ww ww cn ae ee ce se os SB WG 
tO ns nk ke ci os os Ss oe ce Se 
Less concessional rebates— 
Aer ae a 
ie, aca oe ak we eS “Be 75 
Three other children .. .. .. .. .. «- 90 
Life assurance premiums .. .. .. .. .. 45 


£310 


Rebate on £310 at 72-53d. (personal exertion rate 
Oe, UE AD 65 oe be we hw oe ce ne es 93 14 0 


BE ED be bane 60 de ce oe 4s oe oe EE ee 


Social services contribution will be calculated at the basic rate of 18d. 
in £. 
Contribution on £1250 at 18d. = £93 15° 0. 
The total of the levies for year ending 30th June, 1947, is therefore: 
See 00. kk as cs Se ae ow ee Ee 
EEN oa 5s ga os a oe 93 15 O 


£366 11 0 
(d) Taxable income: ——S SS 
£2001 to £5000— 
On first £2000: 93-2d. 
On excess over £2000: 153d. plus -0035d. for each £ excess. 


(e) Taxable income: 
Exceeding £5000— 
On first £5000: 135-38d. 
On excess over £5000: 174d. 


Rate oF Tax ON ComposiITE INCOMES 
The following example illustrates the assessment of an individual where, 
during year ending 30th June, 1947, he derives income both from personal 
exertion and property: 
Personal exertion .. .. .. .. .. .. -- £1200 
a6 Wk Ok OR we Wie O46 00 ew ue 800 


Total taxable income .. .. .. .. .. .. £2000 
Rates applicable to a taxable income of £2000— 
Personal exertion: 74-3d. in £. 
Property: 93-2d. in Z. 
Taxable income £2000— 
£1200 personal exertion at 74-3d.in£.... .. £371 10 0 
800 property at 93-2d.in £.. .. .. .. .. 310 13 4 


£2000 £682 3 4 
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Gross tax payable .. . 
Less concessional rebates— 
CR Wa aa a0 Ge aw ae Se ee Se 
ee GEE 6.0 a6 ce ae ee-ee an 75 
Life assurance ‘(maximum) . re 


£275 


Rebate on £275 at 92-3d. in £ (personal exertion 
wate 70-36. elms BOL) «5 wn ee er er er ss BSD SG 


ee kc Ga at Sk ee A Se cass, ee 


Social services contribution in this instance will be calculated at the 
basic rate of 18d. 
Contribution on £2000 at 18d. = £150 O 0. 
The total of the levies for year ending 30th June, 1947, is therefore: 
DON. 5. kn od oe ok ee ae ee oe 
NIN 6c ia wel ms We we aw 150 O O 


£726 8 O 


SocraAL SERVICES CONTRIBUTION 

The Social Services Contribytion Act 1945 imposed social services 
contribution at graduated rates. The maximum rate prescribed is 18d. in 
the £1. The Schedule of rates, in effect, provided that in cases where the 
maximum rate of 18d. did not apply, the amount of contribution payable 
for a complete assessment year should equal the amount of income tax 
which the contributor would be liable to pay (after deducting all rebates 
for cxpaniente, life assurance, medical expenses, etc.) if income tax were 
imposed on his taxable income at peak war-time rates of income tax reduced 
by 125 per cent. 

For the financial year 1945-46, however, only half rates applied as it 
was intended that social services contribution should be imposed as from 
Ist January, 1946. 

If the rate of contribution is the maximum of 18d. in the £1, conces- 
sional rebates for dependants, life assurance premiums, medical expenses, 
etc., are not allowed in the social services contribution assessment. The 
full benefit of these concessions is allowed, however, in ascertaining the 
amount of income tax (if any) payable by the contributor. For income 
tax purposes, concessional rebates in respect of dependants, etc., were 
previously ascertained at the personal exertion rate appropriate to the 
total taxable income of the taxpayer. This rate for rebate purposes has, 
however, been increased by 18d. 

The practical effect of the addition of 18d.*to the rate for rebate pur- 
poses is that, where a person is liable to pay both income tax and social 
services contribution, the rebate is allowed at the combined rates of the 
two separate levies and the rebate so calculated is allowed in the income 
lax assessment. 

As explained by the Treasurer, it was found that the practical appli- 
cation of the formula prescribed for the ascertainment of the rate of social 
services contribution gave rise to administrative difficulties. A new scale 
of rates has accordingly been devised. This scale, while simplifying the 
work of the Taxation Department, will also have the effect of reducing 
the amount of contribution payable by the contributors in the low fields 
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of income. The maximum rate of 18d. is, however, retained. Previously, 
in the case of a taxpayer not entitled to any concessional allowances for 
income tax purposes, the maximum rate was reached at an income of 
£170. Under the new scale, the maximum does not apply until an income 
of £220 is reached. 

The Resolution proposes that social services contribution be levied at 
a separate graduated basic rate commencing at 3d. in the £1 and increasing 
by one-eighth of one penny for every £1 of income in excess of £100, 
till the maximum of 18d. is reached. 

Provision is made for the variation of the basic rate in order to pre- 
serve the concessions at present allowed to contributors for dependants, 
life assurance, superannuation, medical expenses, etc. The basic rate will 
also be varied in the case of primary producers coming within the averaging 
provisions of the Income Tax Assessment Act. The amended provisions 
apply in assessments based on income derived during the year ended 
30th June, 1946. In such assessments, social services contribution will 
be calculated at half the new rates. 


APPLICATION OF THE Basic Rate OF CONTRIBUTION 

The following examples illustrate how the basic rate of contribution is 
ascertained in accordance with the First Schedule of the Social Services 
Contribution Act 1945-1946: 

(a) Where the contributable income of year ending 30th June, 1947, is 
£130 derived by a person not entitled to concessions, i.e., not entitled to 
concessional rebates for income tax purposes. 

The rate of contribution in this instance is the basic rate ascertained in 
accordance with paragraph (1) of the First Schedule: 

130 — 100 


Basic rate on £130 = 3d. plus —————— = 6°75d. 
8 


Contribution on £130 at 6-75d. = £3 13 0. 
By virtue of s. 17 of the Income Tax Assessment Act 1936-46 no liability 
to income tax arises where the taxable income does .not exceed £200. 
(b) The basic rate must not in any case exceed 18d., the maximum 
rate of contribution. The maximum rate of 18d. is reached when the 
contributable income of a person not entitled to concessions amounts to 


£220: 
220 — 100 
Basic rate on £220 = 3d. plus ——————- = _ 18d. 
8 


Contribution on £220 at 18d. = £16 10 0. 
Income tax on a taxable income of £220 derived from personal exertion 
during year ending 30th June, 1947, is as follows: 


ee Oe ee Oe as Sm ek be we ae we Re Nil 
20 at 37:-2d. in £ - oe ae ae : 


£220 at 3-3818d. in Z .. 
Total lev y y for year — 30th neones 1947: 


Income tax 
ee ee ee ee 


£19 12 O 
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APPLICATION OF THE CONCESSIONAL RATE OF CONTRIBUTION 


Where a taxpayer is entitled to concessional rebates in his assessment 
to income tax, his liability to social services contribution is calculated at 
the concessional rate of contribution or the basic rate whichever is the less. 
The concessional rate is calculated in accordance with a formula prescribed 
in paragraph (2) of the First Schedule. The effect of this formula is to 
reduce the basic rate to an amount which bears the same proportion to the 
basic rate as the excess of the contributable income over the rebateable 
amount bears to the contributable income or £180, whichever is the less. 
If the excess is £180 or more, the concessional rate is the same as the 
basic rate. 


Examples: 
(a) Person with dependent wife derives a personal exertion income of 

£175: 

Contributable income: £175. 

Rebateable amount for income tax purposes—wife: £100. 

175 — 100 
Basic rate on £175 = 3 -+ ——————. = _ 12-375. 
8 


175 — 100 
Concessional rate = 12-375d. = 5:-304d. 
j 175 
Contribution on £175 at 5-304d. = £3 17 0. 

N.B.: The concessional rate is the rate which bears the same proportion 
to the basic rate (12-375d.) as the amount by which the contributable 
income (£175) exceeds the rebateable amount (£100) bears to (i) the 
contributable income (£175) or (ii) £180, whichever is the lesser amount. 
The concessional rate must not, however, exceed the basic rate. 

As the taxable income in this example does not exceed £200, no liability 
arises for income tax in respect of year ending 30th June, 1947. 

Total levy for year ending 30th, June, 1947: 

Contribution .. .. re £3 17 O 
Income tax .. .. -. ee ce ce a ee Nil 


#317 O 


(b) Person with dependent wife and two children under 16 derives a 
personal exertion income of £250: 
Contributable income: £250. 
Rebateable amounts for income tax purposes— 
OE ss as G65 ce ee eee ee ee Oe ete Oe Ga 
First child “ be” Sim. th 75 
Second child .. 


Basic rate on £250 = 18d. 
250 — 
Concessional rate = 18 & ——————— = _ 2d. 
180 
Contribution on £250 at 2d. = £2 2 OQ. 


_N.B.: In ascertaining the concessional rate where the contributable 
income exceeds £180, the denominator will always be 180. In all such 
cases the following simple formula will give the concessional rate: 
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(Contributable income — Rebateable amount) + 10 = Concessional rate. 
Applying this formula in the foregoing ag 
Concessional rate = (250 — 230) + 10 = 2d. 
Income tax is calculated as follows: 
Taxable income £250 personal exertion— 








fy ke re re es ee Nil 
fF fo eee ae ee ee ee 8 2 6 











og eer eee a eT ae £8 2 6 


ESS Saiiad aie) Sasa te Oe we BROS £8 2 0 











Less concessional rebates— 
ea 
Pee Gee os x's oS eS we we 75 
PUI, 65. ts; Aes ae awe 30 





—— 


£230 








Rebate on £230 at 25-8d. 
(7-8d. + 18d.) = £24 14 0 


Maximum rebate (s. 1J6OAD ((a)) .. .. .. = £8 2 0 









Net tax payable .. . , oe wae Nil 
Total levy for year ending 30th June, 1947: 
Contribution .. .. + lane § 


ieee UNE .. cc ca co vu au vo a0 2 Nil 


#2 2 0 

















(c) Person with dependent wife and two children under 16 derives an 


income of £275 from property: 
Contributable income: £275. 
Rebateable amounts for income tax purposes— 


300 — 275 
) = £113 (i) 












Wife (100 + 












| SR eee 75 
MOCONG GHEIG S4. .0*ss es ee 4% 30 


£218 











Basic rate on £275 = 18d. 
275 — 218 
Concessional rate = 18 & ——————— = 5-7d. (ii) 
180 
Contribution on £275 at 5-7d. = £6 11 0. 


Notes: (i) Where the taxable income is between £200 and £300, the 
rebateable amount in respect of a wife is calculated in accordance with 
s. 160 (2) (a) (i) and (ii) of the Income Tax Assessment Act. Where, 
as in the above example, a fraction is involved, viz., £1124, it is the practice 
of the Department to increase the rebateable amount to the next whole 
number, viz., £113. 

(ii) Although the rate of contribution is graduated to a maximum of 
18d. in £, it is to be observed that no differeritiation is made as between 
the rate of contribution on income from personal exertion and the rate on 
income from property. 








at t 






I; 
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Income tax is calculated as follows: 
Taxable income £275 from property— 


£200 at Od. inZ.. .. 
75 at 54-5d.inZ... 


Bare OF B6-iee. BE coc ec 20-08 oe 


Gross tax payable . 

Less concessional rebates— 
Wife .. os he 
First child .. .. 
Second child .. 


Rebate on £218 at 29-0455d. 
(P.E. rate 11-0455d. ht 18d.) = — 12% 7 8 


Maximum rebate .. 
Net tax payable .. 


Total levy for year ending 30th June, 1947— 
Contribution .. .. so eae 
es see ce goa wt Nil 


£6 11 O 


(d) Person with dependent wife and one child under 16 derives an 
income of £500 from personal exertion. During the year he paid life 
assurance premiums £18 and medical expenses £12: 


Contributable income: £500. 
Rebateable amounts for income tax purposes— 


cs ok Waste 66 00 os 08 
2 OR, eee ae 75 
Life assurance .. .. .. .. .-. 18 
Medical expenses .. .. .. .. 12 


£205 


Basic rate on £500 = 18d. 
500 — 205 
Concessional rate = 18 XK ——————— =_ 29-5. 
180 
As the concessional rate exceeds the basic rate, contribution is payable 
at the basic rate of 18d. 

Contribution on £500 at 18d. in £ = £37 10 0. 

Income tax is calculated as follows: 
Taxable income £500 from personal exertion— 
I dt cs ke <a ik OS Wk Ka a £17 10 Q 
OR Se a a ee 43 6 8 


ee Oe es os oe ac ot ck xs cee ew SS 


= 
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Ss CD ba ka is “ne Se oa oe easy 0 ee 
Less concessional rebates— 
£205 (as above) at 29-2 + 18d. = 47-2d. .. 40 6 0 










£20 11 0 


Net tax payable .. 
Total levy for year wend 30th June, ‘1947: 

Contribution .. .. £37 10 O 
Income tax 20 11 O 















1 0 





£58 












AVERAGE RATE AND CONCESSIONAL AVERAGE RATE OF CONTRIBUTION 
IN CASE OF PRIMARY PRODUCERS 

Paragraph (3) of the First Schedule sets out the average rate of contri- 
bution payable by a primary producer who is subject to the averaging 
provisions of the Income Tax Assessment Act but who is not entitled to 
any concessional rebates for income tax purposes. The average rate of 
contribution is the rate that would be the basic rate if the contributable 
income were equal to the average income ascertained for income tax 





































purposes. The average rate cannot exceed the maximum basic rate of 18d. l 
in £. c 
Paragraph (4) of the First Schedule sets out the concessional average i 
rate of contribution which is payable by a primary producer who comes e 
into the averaging provisions for purposes of income tax and who is also T 
entitled to concessional rebates of income tax. tl 
The concessional average rate is calculated on a similar basis to the 0 
concessional rate. In the calculation of the concessional average rate, ) 
however, it was officially explained that the average rate is used in place E 
of the basic rate and the average income in place of the contributable 
income. In addition, the rebateable amount is adjusted to an amount 
which bears the same proportion to the average income, as the rebateable re 
amount bears to the contributable income. If, therefore, the rebateable 
amount were one-half of the contributable income, it would be adjusted 
to an amount equal to one-half of the average income. 
It was explained that these special provisi®ms are necessary to avoid an 
increase in the amount of social services contribution payable in cases 
where the average income is less than the contributable income. The con- th 
cessional average rate cannot exceed either the average rate or 18d. in pa 
the £1. 
The following examples illustrate the method of ascertainment of the 30 
concessional average rate: 
Example A— wi 
Contributable income: £300. 
Average income: £150. 
Rebateable amounts for income tax purposes— 
i Ore Be! em, ad <b ae a 
Child under sixteen .. ....-...-. .. 75 
ee ED og as ac ou oe ew. we 25 
£200 
Average rate = Basic rate on £150 = 9-25d. a 
150 IS 7 
Adjusted rebateable amount = £200 x —~ = £100. m 
t 





300 
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150 — 100 
Concessional average rate = 9:-25d. X ——————- = 3-084. 
150 
Contribution = £300 at 3-08d. = £3 17 0. 


Example B— 


Contributable income: £150. 
Average income: £200. 
Rebateable amount for income tax purposes: £40. 
Average rate = Basic rate on £200 = 15-5d. 
200 
Adjusted rebateable amount = £40 K —— = £53. 
150 
200 — 53 
Concessional average rate = 15-5d. & —————— = 12-66. 
: 180 
Contribution = £150 at 12-66d. = £7 18 0. 


MARGINAL INCOMES 


Section 14 (2) of the Social Services Contribution Assessment Act 
1945-46 prohibits the levy of contribution (a) Where the recipient of a 
contributable income of £156 or less is eligible for a rebate of income tax 
in respect of a dependant or (b) where, in the case of a person not 
entitled to any such rebate, the contributable income does not exceed £104. 
The Contribution Act contains supplementary provisions to ensure that 
the contribution payable shall not be greater than one-half of the excess 
of the contributable income over £156 in class (a) nor more than one-half 
of the excess of the contributable income over £104 in class (b). 


Examples: 


(1) Contributable income of £106 derived by person not entitled to a 
rebate for income tax purposes in respect of a dependant. 


106 — 100 
Basic rate on £106 = 3 -+ ——————-d. = _ 3-75. 
8 


Contribution on £106 at 3-75d. = £1 13 2. 

As the amount of contribution is limited to one-half of the excess of 
the contributable income (£106) over £104, the amount of contribution 
payable is £1. 

No income tax is imposed where the taxable income of year ending 
30th June, 1947, does not exceed £200. . 

(2) Contributable income of £160 derived by a person with dependent 
wife. 

160 — 100 
Basic rate on £160 = 3 -+- ——————- = _ 105d. 

8 
Rebateable amount — wife = £100. 
160 — 100 
Concessional rate = 10-5 & —————— = 3-9375d. 
160 

Contribution on £160 at 3:9375d. = £2 12 6. 


As the amount of contribution is limited to one-half of the excess of the 
contributable income (£160) over £156, the amount of contribution payable 
is £2, 

No income tax is imposed where the taxable income of year ending 
30th June, 1947, does not exceed £200. 
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Legal Section 
Edited by R. E. O'NEILL, A.1.c.A. 


SHAREHOLDERS ARE ENTITLED TO SEE REPORTS OBTAINED BY DIRECTORS 

AS TO WHAT ARE THEIR DuTIES IN ADMINISTERING THE AFFAIRS OF THE 

CoMPANY, EXCEPT WHERE THE REPORT IS OBTAINED TO PROTECT THE 
Directors AGAINST HosTILE LITIGATION 


When a Board of Directors obtains advice from professional persons 
such as lawyers and accountants as to what are their duties in administer- 
ing the affairs of a company, the shareholders are entitled to see such 
reports unless they have been obtained by the directors to protect them- 
selves against hostile litigation. 

One, D, was chairman of a shareholder-customer company in a co- 
operative company, and he was also a member of the board of the latter 
company. He disagreed with other members of the board of the co- 
operative as to the interpretation of an article which prescribed the method 
on which rebates to customers should be calculated. Eventually the 
co-operative called for a report from a firm of accountants on the proper 
construction of the article. Two days before this report was made D’s 
company took court action to have the question determined. The Court 
made an order, but afterwards D’s company started further proceedings 
on matters relevant to the construction of the article. In these latter pro- 
ceedings the co-operative claimed that the accountants’ report to it was 
privileged and that D’s company, even though a shareholder, was not 
entitled to see it. 

Rejecting this contention, Simonds J. said: “It seems to me reasonably 
clear that when the company instructed a firm of chartered accountants 
to make a report on the true interpretation of the article, and therefore 
on the duty of the directors in administering the affairs of the company, 
they were doing something on behalf of all the shareholders. They were 
seeking to do no more than to perform their duty, having regard to the 
difference of opinion which had arisen on the board of the company, and 
were not acting because they were threatened with hostile litigation, and 
that being so, the shareholders became entitled to see what the accountants, 
so instructed, reported with regard to the rights and duties of the board. ... 
It appears to me that the shareholders, by instituting these proceedings 
two days before the report was received, did not lose their right to see 
that which they otherwise would have been entitled to. In other words, this 
was not a report obtained by the defendant company for the purpose of 
defending themselves against hostile litigation. It is only in such a case, 
where a report or opinion is obtained by a trustee or by a company or by 
a corporation, that privilege can be claimed.” (W.. Dennis & Sons Ltd. 
v. West Norfolk Farmers’ Manure and Chemical Co-operative Ltd. [1943], 
2 All E.R. 94.) 


WuHere Joint HOLDERS, WHO ARE ALSO TRUSTEES, DISAGREE,, THE CouRT 
WILL ORDER RECTIFICATION OF THE REGISTER OF MEMBERS TO GIVE SUCH 
TRUSTEES EQUALITY OF VOTING POWER 


The articles of proprietary companies usually provide that in the case 
of joint holders of shares, the vote of the senior who tenders a vote, 
whether in person or by proxy, shall be accepted in exclusion of the votes 
. of the other joint holders, and that for this purpose seniority shall be 
determined by the order in which the names stand in the register of mem- 
bers. The articles of Frank Dawson Pty. Ltd. so provided. On the death 
of the principal shareholder, three persons, A, B and C, were appointed 
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trustees of the estate, the principal asset of which was shares in the com- 
pany. Under powers contained in the will, the trustees retained the shares, 
and the company continued business. 

In the company’s register of members all the shares stood in the names 
of A and B in that order. By virtue of the articles A had at law the sole 
right to vote at the company’s meetings by virtue of the shares held by 
the trustees. Differences of opinion having arisen between A and B, 
B with C brought an action seeking an order that the share register be 
altered by registering each of the three executors and trustees as the 
holder of one-third of the shares held by the testator at the date of his 
death. The Court ordered rectification of the register so as to give equal 
voting power to each of the trustees by recording therein one-third of the 
shares in the joint names of A, B and C in that order; one-third in the 
names of B, A and C in that order and one-third in the names of C, A 
and B in that order. It was ordered also that new share certificates be 
issued accordingly. 

As to the exercise of voting power, O’Bryan J. said: “The trustees must 
clearly understand that they hold their power of voting not as beneficial 
owners, but as trustees; and that trustees can only act if unanimous, and 
so no course of action can be decided upon or given effect to unless all 
then agree that it is desirable. Any attempt by a majority to carry on in 
defiance of the decision of their co-trustee can be followed by appropriate 
legal proceedings to ensure that only the unanimous decision be given 


effect.” (Dawson v. Dazbson [1945], V.L.R. 99.) 


THE TITLE TO AFTER-ACQUIRED PROPERTY IS, AS BETWEEN A BANKRUPT 
AND His TRUSTEE, IN THE TRUSTEE 


Section 98 (1) of the Bankruptcy Act 1924-1933 gives statutory recog- 


nition to and extends what is known as the Rule in Cohen v. Mitchell 
(1890), 25 Q.B.D. 262. The section relates to after-acquired property 
of a bankrupt and gives a measure of protection to transactions of an 
undischarged bankrupt with third persons. The protection given by the 
Rule operated in two ways. First, third persons who acquired property 
in a transaction of a kind described had a good title to it which could 
not be impugned by the trustee. Secondly, the bankrupt was entitled to 
deal with his after-acquired property with third persons by means of 
transactions of a kind specified, and as between him and the person with 
whom he dealt that person could not dispute his title. 

The Court of Appeal has decided that, despite the exception provided 
by this Rule, the title to after-acquired property is, as between the bank- 
rupt and his trustee, in the trustee whether the trustee has intervened or 
not. The facts were that an undischarged bankrupt was convicted of 
fraud. At the time he was apprehended he had certain moneys on him 
which the Judge ordered should be applied in payment of the costs of the 
prosecution. Subsequently he was made bankrupt again and the trustee 
in that bankruptcy claimed the money in question. It was held that the 
trustee was entitled to the money. (Re Pascoe ex parte Northumberland 
County Council v. The Trustee [1944], All E.R. 281.) 


A SHAREHOLDER WHO DISSENTS FROM A CONTRACT APPROVED BY THE 

Great Majority OF SHAREHOLDERS FOR THE SALE OF ALL SHARES WILL 

NOT BE PROTECTED BY THE CouRT UNLESS HE EsTABLISHES THAT THE 
CoNnTRACT IS UNFAIR 

Most of the Australian Companies Acts now have a section covering 

arrangements and reconstructions which is in terms the same as s. 155 of 


the English Act (see N.S.W. s. 135 and Vic. s. 155). The section pro- 
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vides: “Where a scheme or contract involving the transfer of shares” in 
one company, called the transferor company, to another company, called 
the transferee company, “has within four months after the making of the 
offer . . . by the transferee company been approved by the holders of 
not less than nine-tenths in value of the shares affected, the transferee 
company may”—within a certain time limited by the section—“give notice 
in the prescribed manner to any dissenting shareholder that it desires to 
acquire his shares, and where such notice is given the transferee company 
shall, unless on an application made by the dissenting shareholder within 
one month from the date on which the notice was given the Court thinks 
fit to order otherwise, be entitled and bound to acquire” the shares of 
the dissenting shareholder on the terms applicable under the scheme or 
contract to the shares of the approving shareholders. 

In Re Hoare & Co. Ltd. (1933), 150 L.T. Rep. 374, it was held that 
where nine-tenths of the shareholders in the transferor company approve 
the scheme prima facie the offer must be taken to be a fair one, and that 
the Court will not “otherwise order” so as to prevent the acquisition of 
the dissenting shareholder’s shares unless it is affirmatively established 
in the face of the apparent views of the large majority of the shareholders 
that the scheme is in point of fact unfair. 

This decision was recently applied in a case where a shareholder sought 
a declaration that he was not bound to sell his holding of ordinary shares 
of a nominal value of £28 in the transferor company to the transferee 
company whose offer to buy the whole of the share capital of the trans- 
feror company had been accepted and the scheme approved by the holders 
of all preference shares and by the holders of the great majority of the 
ordinary shares. The dissenting shareholder contended that he did not 
want to sell and that he had asked for, but could not obtain, any informa- 
tion of the value of certain patent rights vested in a subsidiary of the 
transferor company. 

Dismissing the application, Vaisy J. said: “The difficulty which I feel is 
that, if once it is conceded that a scheme of this kind can be upset merely 
for the reason that a shareholder was not given all the information which 
he might require or thight expect from the directors of the transferor 
company, there would be no limit to the enquiry which would have to be 
set on foot to discover the extent to which his demands for disclosure 
ought to have been conceded. But I am quite satisfied that I should be 
going much farther than I ought to go or than Mr. Justice Maugham was 
prepared to go in Hoare’s case (supra), if I said that it was not necessary 
for a dissenting shareholder, making an application under the Act, to 
establish unfairness, but that it would suffice if he merely said that he 
regarded himself as having been, or was in fact, unprovided with all 
the materials on which he could come to a just conclusion with regard to 
the acceptance or rejection of the offer.” (Re Evertite Locknuts (1938) 
Ltd. [1945], 1 All E.R. 401.) 
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The Cost Accountant’s Approach to the Small 


Manufacturing Industry 
By S. H. RicHarpson, F.F.1.A. 


(Being a Lecture delivered before the members of the South Australian 
Division of the Australasian Institute of Cost Accountants, on June 19, 
1946.) 


INTRODUCTION. 


Shortly after commencing the preparation of this address I formed the 
opinion that a better title might have been chosen—better only from the 
point of view of more accurately describing what happens when a cost 
accountant is called in to assist a small manufacturing industry. The 
title which so suggested itself is “An Efficiency Investigation and 
Reorganisation of a Small Industry.” The cost accountant is, or should 
be, primarily concerned with maximum efficiency, and should design his 
system and direct his efforts towards that end, and, when viewed in this 
light, it becomes clear that the cost accountant is concerned with many 
aspects of an undertaking earlier regarded as outside his province. It 
is failure to appreciate this point of view, both on the part of the cost 
accountant and by those seeking his assistance, which has resulted in so 
many installations proving of little real value to those for whom they 
have been provided, and has greatly prejudiced a full appreciation of 
what a cost accountant can do for business management. 

The cost accountant thus makes an efficiency investigation, and, as he 
is usually not called in to assist if the existing set-up is providing satis- 


factory results, it usually happens that the investigation is followed by 
some reorganisation—hence the title, “An Efficiency Investigation and 
Reorganisation of a Small Industry.” 


TRAINING OF Cost ACCOUNTANTS FOR SMALL INDUSTRIES HAS BEEN 
NEGLECTED. 


Many excellent books have been written dealing with the principles of 
cost accounting, and practical examples in plenty have been included in 
the contents. Many lectures and addresses have been given on the sub- 
ject, both generally and with regard to specific aspects, but I have yet to 
read the book, or even portion of a book, in which the writer seeks to 
enlighten the reader on simple and effective methods of cost control in 
small industries where there is a definite limit to the amount which can 
be afforded. And there are literally hundreds of small industries in this 
category. 

Many times we have heard it said, ““You can’t spend too much on cost 
control,” and far too often small industries have had thrust upon them 
expensive “text book” systems in which the cost is out of all proportion 
to the benefits received or to the real needs of the case. There is an urgent 
need for the training of cost accountants to meet the needs of small 
industries, where bare essentials only can be afforded, and where what 
may be described as unorthodox and makeshift arrangements must be 
used. 

It is not in accordance with facts to say, “You can’t spend too much on 
a costing system.” You can, and, unfortunately, it has been done all too 
often. Happily, gone are the days when proprietors, works managers, 
engineers and others controlling industries refused to have anything to 
do with costing systems. It is now a far cry from the days when a pro- 
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gressive accountant of a forestry undertaking suggested to his chief that 
a book be purchased in which to keep a more detailed analysis of the cash 
book, and where the reply came back, “We’re here to grow trees, not to 
keep records.” 

It should be remembered that, for every one skilled and highly trained 
cost accountant required for large industries, dozens are required ivr 
small industries, both in full time and part time capacities. 1 mention 
part time capacity because a small industry is often better served by the 
part time service of an expert than by the full time service of a novice. 

Large industries are in the main well served, as they can afford to offer 
rates of remuneration which will attract the best men available, but I think 
it is fairly stating the position to say that the majority of small and 
medium sized undertakings are either receiving poor service from hard- 
working but uninformed members of their staff, or are quietly, and some- 
times noisily, suffering under a text book system thrust upon them by 
some outside expert—too often a public accountant—who has not bothered 
or has been too busy with audits, liquidations, bankruptcies, and so on, 
properly to study this particular branch of industrial control. 

Incidentally, 1 am afraid there are far too many avid readers of books 
on cost control and far too few thinkers. Instead of reading book after 
book, authority after authority, in order to find out what they think about 
a problem, we should sit quietly for a while, and think what we, who are 
in possession of all relevant facts, consider is the solution, for there are 
really no mysteries in cost accounting, especially if we realise that every 
move we make must be judged in the light of its particular contribution 
to maximum efficiency. 


Tue EFricreNncy INVESTIGATION. 

There are a number of obvious avenues of investigation, and there are 
also others which are not so obvious. The cost accountant must realise 
at the outset that there is no clear-cut distinction between general account- 
ing and cost accounting; that it is of vital importance that the cost records 
form an integral part of the general financial records, and are in perpetual 
balance with them. He must, at the outset, therefore, carefully examine 
the existing general accounting set-up, and with depressing frequency 
will find that this consists of a cash book and an unbalanced debtors’ 
ledger, supported, of course, by the last Profit and Loss Account and 
Balance Sheet ingeniously prepared by an auditor or taxation consultant. 
Their ingenuity at times causes one to stand in silent admiration, for they 
have literally produced something from nothing. 

The first step to be taken is to list and verify the assets and liabilities, 
and see if the business is solvent. Care should be taken to see that there 
is no over-valuation of such assets as stocks, plant and equipment, debtors, 
work in process, etc. In some cases it would be wise to obtain an inde- 
pendent vdluation of buildings and plant and equipment. Debtors should 
be segregated into ages, and all too frequently it will be found that some 
are already in the old folks’ home. 

The listing and verification of the assets and liabilities should be com- 
pleted as quickly as possible, and the general ledger accounts opened, as 
the next investigation, if delayed, may possibly result in the business going 
bankrupt through quoting for work at ruinous prices. I refer to an inves- 
tigation of the overhead rate being used in estimates from which prices 
for work are submitted. It is usually a simple matter to list the overhead 
expense items in a small industry, and prepare an expense budget for 
a six or twelve months period. This step is made second to the listing of 
assets and liabilities only in so far as the depreciation element in expense 
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cannot be ascertained until the value and condition of certain assets has 
been established. 

Having prepared the expense budget, which usually presents little diffi- 
culty, as in the first instance it could be prepared on the basis of existing 
conditions, the cost accountant is then faced with the more difficult task 
of preparing the sales budget. In doing so he has available records of 
past sales, and, apart from this, must rely to a large extent on the working 
proprietor, or whoever runs the business, for an estimate of the sales 
which may be expected in the budget period. Unexecuted orders in hand 
would, of course, be taken into account. It is usual to find that those 
controlling a small industry are actively engaged in its operations, and in 
their own relatively small field can assess very accurately the potential 
sales. Assuming, for the purpose of illustration, that the basis of over- 
head absorption is a percentage on direct labour, the sales budget (and 
for all practical. purposes in a small industry the sales budget can be 
regarded as the production budget) is then assessed as to direct labour 
content, and by calculation the budgeted overhead rate ascertained. If 
the estimated production for fhe budgeted period is appreciably greater 
or less than the existing rate, the expense budget previously prepared 
should be revised. If the cost accountant is wise he would in the first 
instance segregate the expense items into fixed, variable and semi-variable 
groups, so that revisions necessary through fluctuating volume can more 
readily and more accurately be made. If the expense budget is based on 
existing conditions, plus a maximum allowance for the estimated addi- 
tional turnover (if any), it should result in a safe overhead rate, as 
subsequent steps in the efficiency investigation should result in some 
reduction in expense. 

I would again emphasise the importance of an early investigation of 
the overhead rate, as it may easily happen that, while other matters are 
being investigated, quotations for relatively large contracts may be sub- 
mitted with a sufficient margin of error to ruin the business. Of course, 
overhead expense is but one part of-the estimated cost upon which the 
quotation is made, but in small industries there is usually less likelihood 
of errors being made in the estimated cost of labour and materials than 
in big industries, where circumlocutory routine, involving a number of 
departments and officers, tends towards a less intelligent overall review 
of figures. 

Early in his discussions with those he is seeking to assist, the cost 
accountant should expose the popular misconception that rises or falls in 
overhead rates necessarily reflect the prosperity or otherwise of the 
business. He should make it clear that an overhead rate is merely a 
by-product. I have known companies to prosper on rising overhead rates, 
and maintain profitable production on rates which would stagger some 
people. It is obvious to cost accountants that in highly mechanised shops 
higher overhead rates are expected, and that in any case rates will rise 
o1 fall according to the policy adopted in relation to apportionment of 
expenditure between direct and indirect—but the point I wish to emphasise 
is that the average small business manager has little or no knowledge of 
these matters, simple though they may be to a trained cost accountant, 
and it is necessary to enlighten him, so that he may remain calm if his 
overhead rate is rising, as it may not warrant any real cause for alarm. 
Overhead rates may rise by reason of a higher percentage of female or 
youth labour (assuming absorption of overhead as a percentage of direct 
labour) and yet costs per unit may fall. The real test is total unit cost 
and not any one of the three main elements of cost. The position must be 
made clear that expense is controlled not by watching overhead rates, but 
by careful analysis and control of expense as expense. 
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Quite frequently it will be found that the business has arrived at a stage 
where expense cannot be cut any further and that the only solution is 
increased turnover. I will have more to say regarding this later. 

A small business grows and reaches a point where radical change in 
set up and methods of control will be necessary if it expands any further— 
it grows beyond the point where really good control is possible by intelli- 
gent visual supervision of the physical operations. If satisfied that further 
expansion is sound economically, the cost accountant must not hesitate to 
advise that the change should be made and made quickly even though it 
involves a considerable increase in the overhead expense. Many a small 
industry has missed its opportunity to expand on sound lines through 
trying to cope with increased business with methods which were quite 
satisfactory while it was operating on a smaller scale. 

In this connection I had on one occasion a unique experience. I visited 
a small case mill employing about 25 men with the object of installing a 
costing system, and on examination of the position felt convinced that 
none was necessary. All that was done was to advise the working pro- 
prietor not to expand his business beyond its existing capacity as any 
further extension would take the business beyond the stage of control by 
visual supervision, and in this case very real control did exist. The indus- 
try consisted of the conversion of small softwood logs to fruit and vege- 
table cases. The working proprietor operated one breaking-down bench 
and set the pace for one other breaking-down bench alongside his own, 
and the two breaking-down benches set the pace for all other operations in 
the mill. Although quite unconscious of the signficance of what he had 
done the proprietor had in fact established good standard times for all 
the operations carried out (his times were checked and found to compare 
more than favourably with other mills investigated) ; he was achieving 
his standard times, was meeting his schedule of deliveries and making a 
good profit. 

I would emphasise that this particular industry had attached to it some 
unusual circumstances, particularly with regard to the personality of the 
working proprietor, but the case is mentioned to stress the point that 
costing systems should not be installed merely for the sake of installing 
them, and especially without regard to the qualifications and general 
“make up” of those managing the industry. It is essential that a careful 
study be made of the proprietor or manager you are seeking to assist, par- 
ticularly of his potential ability to grasp and use the information you pro- 
pose making available to him. I say “potential’ as it may happen that a 
manager may be of such a type that his existing ignorance of scientific 
control may very easily be rectified by a little patient assistance. 

I am not suggesting that a cost accountant should be a trained psycholo- 
gist, but where there is obvious need to economise wherever possible it is 
unwise to spend money on any part of a proposed system of cost control 
unless it is really necessary and will be effective, and whether or not some 
part of the scheme will be understood and used depends largely, if not 
wholly, on the person in charge. For example, some managers of small 
industries may be natural Expense Controllers and do not need any further 
assistance in this regard. Others may in their own rough way be record- 
ing with great accuracy the time spent on jobs, and would probably resent 
any suggestion that their little black note book be scrapped and money 
spent on new stationery in the form of time sheets. If there is an existing 
set up, however rough and ready it may appear, use those parts which are 
usable; alter it as little as possible and make sure that what you are pro- 
posing to install is not already there in another form which you have not 


as yet recognised. 
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To return to a few more specific lines of investigation. Keeping in mind 
the over-riding objective of “maximum efficiency,” it is advisable to make 
an early assessment of the working capital position, as a serious shortage 
of working capital can result in increased costs even to the point of 
crippling the industry. Continued use of worn out or obsolete equipment, 
bad buying arrangements and inability to carry the required stocks of raw 
materials, resulting in hold-ups in production, are but a few of the dis- 
abilities suffered if there is a serious shortage of working capital. I say 
“serious” shortage because generally speaking it is better to be slightly 
under-capitalised than over-capitalised. 

However, it is wise to correct the erroneous but very widely held 
opinion among those controlling small industries that it is sound policy 
to work hard and make by way of profits the money needed to purchase 
better equipment (and thus take many years in some instances) rather 
than seek and quite often easily obtain credit accommodation at their 
bankers. Most proprietors of small industries have a natural dislike for 
Bank Overdrafts involving the giving of a lien over their assets, but what 
they lack and what the accountant can supply is the ability to make the 
precise calculations and assessments necessary to prove that in many in- 
stances the price they will pay for the additional finance by way of interest 
is several times offset by the increased profit rate resulting from cheaper 
production costs. Incidentally, experience has shown that the exis*ence 
or absence of effective cost control is quite an important factor in a 
banker’s mind when deciding whether or not he will grant bank credit. 

Another matter worthy of investigation is whether or not the business 
is suffering from too high a labour turnover, and if so what can be done 
to rectify the position. Factory conditions may be bad from the point of 
view of lighting, over-crowding, ventilation, etc. The factory may even 
be so located as to discourage employment—at least permanent employ- 
ment—the better class of workmen may not be attracted. A careful in- 
vestigation may indicate that it would pay to shift to a more suitable 
location. Strange matters, some may say, to concern a cost accountant, 
but the unfavourable effect on efficiency and costs of a high labour turn- 
over is very real and surely the cost accountant must concern himself 
with any factor affecting costs and efficiency—the time has passed when 
the cost accountant was expected merely accurately to record what 
happened. 

Material trunover should also be investigated. This investigation may 
reveal that too much capital is unnecessarily tied up in stocks on hand, 
or an abnormally high material turnover may be found due to nerve- 
racking hand to mouth purchasing methods involving production hold-ups, 
increased costs and failure to meet schedules (a very common experience 
today and not only in small industries). Precise information necessary 
to calculate the material turnover will most likely not be available, but 
those controlling the business will be able to say whether or not the present 
stocks on hand are above or below the average stocks carried, and the 
sales or production budget already prepared (and segregated for labour, 
materials and overhead) will indicate the approximate material usage. 

It will sometimes be found that a small or medium sized industry is 
mainly, or even wholely, engaged on sub-contracting work for a relatively 
few large industries, and arrangements can be made for the big companies 
to handle the purchasing of raw materials for the small business to their 
mutual advantage. 

Keeping in mind the over-riding requirement of “maximum efficiency” 
and all that it implies, the cost accountant should fearlessly criticize any 
semblance of overlapping authority and responsibility which he may 
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occasionally find in partnerships and “family” concerns. No matter how 
much it may be desirable and customary for the affairs of the business to 
be discussed, and no matter how many opinions sought, there must be one 
only with final authority and responsibility. I refer of course to the 
executive side of the business and not to policy formation. Frequently 
it will be found that all the directors of a small industry are actively en- 
gaged in the business, and too often they carry their rightful equality in 
policy formation into the executive sphere. There must be only one 
chief executive. However small the staff may be, the duties and re- 
sponsibilities of each must be carefully examined and clearly defined. 

In investigating the type of cost control to be installed, the cost 
accountant must not be misled by the popular belief that Standard Costing 
is applicable only to large manufacturing concerns. This method of cost 
control is obviously applicable to a business of any size carrying out 
repetition work, and I would suggest that as Standard Costing may be re- 
garded primarily as a means of measuring the efficiency of business opera- 
tion, it is applicable in some form to any business. For example, every 
class of business undertaking involving the use of labour comprises 
operations which can be measured with regard to time taken to carry 
out those operations. Even the time taken by staff to perform clerical 
operations can be measured, standards set, and efficiencies calculated. 
Posting to ledgers (either by hand or mechanically) posting entries on 
material control cards, making up wages, and many typing operations are 
but a few of the staff clerical functions or operations which can be 
measured in time per unit of achievement. In fact an executive in charge 
of a staff has not really started to exercise effective supervision until he 
has studied and set standard times for the carrying out of all work under 
his control which is capable of being so treated. Keeping an eagle eye on 
the staff and supporting his basilisk gaze with periodical “administrative” 
coughs is of little avail. 

A very necessary investigation associated with any set-up designed to 
measure the efficiency of business operations is a careful study of the 
methods adopted, or to be adopted, in obtaining records of production 
achievement, and failure to ensure accuracy in the production. count is 
probably the chief reason for irritating variations between efficiency 
statements and unit cost statements on the one hand, and Profit and Loss 
Account figures on the other. No matter how carefully the various 
elements of cost have been allocated to jobs or processes, the resultant 
efficiency and unit cost statements are of little value if inaccurate measure- 
ments of production achieved are used. And it must be remembered that 
the actual cost ledger figures, controlled by and balanced with the general 
ledger though they may be, are in themselves of little value. It is the 
statements prepared from the ledger figures and incorporating factory 
statistical data of the kind just mentioned which provide the information 
of value in controlling the undertaking. 

It was mentioned earlier in this address that it is highly desirable when 
preparing the expense budget to segregate fixed, variable and semi-vari- 
able items so that adjustments necessary as a result of rises and falls in 
production may more readily be effected. It is mentioned again by reason 
of the frequent need in small and medium sized businesses to have avail- 
able precise information as to the “out of pocket cost” position. All too 
frequently business which should have been accepted has been turned 
away—business which would have paid when considered from the “out 
of pocket cost” point of view, and strange to say turned away at times 
as a result of the existence of the costing system designed and installed to 
assist in the profit making capacity of the undertaking—business which 
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the management unassisted by a costing system, would most likely have 
accepted. 

To give a few illustrations from actual experience—slightly different 
when viewed superficially, but each embodying the same basic principles— 


1. A primary producer (orchardist) was having his produce carted 
to market by a cartage contractor while his own truck (which it 
was necessary for him to have, apart from the particular cartage 
referred to) remained in the shed, and all because a well meaning 
accountant had worked out his cost per mile of running the truck 
and it showed a higher cost for the trip than the price quoted by 
the cartage contractor. But when the fixed charges represented ° 
by registration and insurance were excluded from his cost per mile, 
it was clearly cheaper for him to cart his own produce, quite apart 
from added convenience. 

A saw mill in the South East converting softwood logs to flooring 
and weather boards, etc., refrained from embarking on case manu- 
facture because the estimated costs of making cases indicated that 
it would not pay. The estimated costs included a share of all 
overhead expense of the mill, but when the true picture was seen 
and fixed charges were excluded, profitable production proceeded. 
. A country manufacturer of butter, bulk ice cream and ice had 
available to him a relatively big market in frozen confections 
where the selling price of the frozen confections was fixed by the 
available supplies of similar lines made by large city manufac- 
turers, and his cost accountant had produced figures to show that 
frozen confections did not pay, and in this case the true position 
was not appreciated until the policy of the three main lines absorb- 
ing all the overhead expense was incorporated in the accounts. 


Where there is a proper appreciation of the “out of pocket cost” position 
(and such an appreciation is possible only where overhead expense has 
been segregated into fixed, variable and semi-variable groups) it will 
frequently be found that the “out of pocket cost” lines will provide the 
means of solving the very real problem of increasing production volume 
in small industries where expense has been cut to a minimum consistent 
with carrying on at all. 

To mention briefly a few other lines of investigation— 

1. Is the business constituted on the best lines from a taxation point 
of view, for example, a partnership may with advantage be turned 
into a private limited company ? 

Is necessary maintenance being neglected on the grounds of cost 
without taking the taxation position into account? 

Is there sufficient volume to warrant the use of mechanical aids 
to accounting ? 

Is the allowable maximum of youth labour being employed? 

Are the factory operations properly scheduled to avoid unneces- 
sarily small runs and machine-set-ups ? 

Is the factory making parts which could be more economically 
subcontracted and vice versa? 

Is adequate depreciation being written off and the maximum 
amount allowable by the Commissioner of Taxes being claimed as 
a deduction from income? 

These and other matters should be listed point by point in the planned 
schedule of investigation, and nothing taken for granted. In some cases 
itis wise to spend a few guineas in obtaining the advice of the best ex- 
perts available. 
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THE ReE-ORGANISATION. 


In instituting new or re-arranging existing general accounting and cost- 
ing records, there are some fundamental requirements which cannot be 
ignored whatever size the business may be. 

Firstly, the general ledger must contain the “total” accounts necessary 
to control the cost records, in fact the approach to the re-organisation 
should be from the general ledger downwards rather than from the 
detailed cost records upwards to the general ledger. The cost records are 
but a more detailed analysis and classification of the general ledger ac- 
counts and if the cost accountant does not clearly understand this and 
approach the job accordingly his task will be much more onerous and the 
results obtained of doubtful value. Far too often still we find the cost 
records under the control of the factory manager and in no way related 
to or reconciled with the financial records. 

Secondly, the methods introduced must include procedure whereby 
actual performance can be measured against predetermined estimates or 
standards. 

Thirdly, if the business operations as a whole are to be controlled, bud- 
gets of sales production and factory expense must be prepared. 

It may be thought, and in fact it has often been said, that requirements 
such as those just mentioned are necessary in the big industry, but that 
the small and medium sized industry (and particularly the small one) 
cannot afford set-ups of this nature. I venture to suggest that no industry 
can afford to be without— 

1. Accuracy in its cost records—and who would be so bold as to 
claim accuracy for cost records unrelated to and unreconciled with 
the financial record? 

2. A means of measuring the efficiency of operations—and without 
predetermined estimates or standards this is not possible. 

3. A means of controlling the activities of the business— by budget- 
ary control. 


The time and effort necessary to obtain these basic requirements is often 
grossly over-stated—usually by those who are ignorant of the principles 
and procedure involved. In a small industry the time and effort needed is 
not great and provided the cost accountant (employed either fully or ina 
part time capacity) understands his job and provides the necessary leader- 
ship, is well within the compass of the staff normally employed. 

With regard to the first basic requirement mentioned—the tie-up of the 
cost records with the general ledger control accounts—all that is needed is 
to ensure that the aggregate of the amounts posted to the cost records is 
reconciled with the amounts actually paid for the goods and services con- 
sumed in the production so costed, plus the expired portion of prepay- 
ments (depreciation, insurance, etc.) and the period’s allocation of 
accruals against commitments. 

This is achieved very simply throught the use of control accounts in 
the general ledger for labour, materials and factory service (the three 
primary controls), a further control account for Goods in Process which 
receives debits from the three primary controls as labour, materials and 
overhead expense are applied, and a further control for cost of finished 
goods (or cost of sales) as work is completed and transfers made from the 
Goods in Process Account. These control accounts are debited and 
credited in total only, such totals being the aggregate of the entries made 
in the respective detail cost records. 

This procedure is simple and effective and insures at least the overall 
accuracy of the cost records. It obviously requires accurate allocation of 
wages, good control of raw materials and sound methods of analysing 
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and applying factory service, but if there is to be a costing system at all 
these matters must be attended to. The point I am making is that the 
additional time necessary to ensure overall accuracy by means of control 
accounts in the general ledger is relatively small, and that from the point 
of view of reconciling cost and financial records the cost accountant’s 
approach to the small industry is the same as his approach would be to the 
big industry. It should be remembered that the adoption of this pro- 
cedure will enable monthly Profit and Loss Accounts and Balance Sheets 
to be prepared with a, minimum of time and effort, and without the need 
for a physical inventory of stock on hand or work in progress. And what 
business can afford to be with out the means of obtaining monthly Profit 
and Loss Accounts? 

With regard to the second basic requirements—a means of measuring 
the efficiency of operations. In a small undertaking nothing more may be 
needed than the preparation of an estimate of costs before a job is com- 
menced and against which actual costs, both progressively and on comple- 
tion, can be measured. The estimate, if intelligently prepared, would 
automatically include separate estimates of labour, material and overhead 
expense, and as actual costs would be similarly segregated, it is a simple 
matter to compare actual costs with the estimates or standards set before 
the job commenced. 

If firm quotations are given for jobs, it will usually be found that esti- 
mates are prepared and are available for comparison with actual costs. 
It is just as important, however, if real control and efficiency is desired, 
and surely it should be, to prepare estimates for “price on completion” or 
“cost plus” jobs. There are many small repair shops (engineering and 
other) where the customer is charged on completion of work for the time 
taken at a rate inclusive of overhead expense and profit plus any materials 
used. Many clients will not request an estimate of cost but in many in- 
stances will nevertheless be amazed and disgruntled when the invoice is 
received, and will decide to take their work elsewhere in future. The re- 
pair shop has made a profit on the job (provided the rate per hour has 
been accurately assessed) but has lost a customer. If an estimate is pre- 
pared for every job released to a plant, in effect if a task is set and excess 
costs investigated, not only will greater efficiency be achieved, but in cases 
where the additional cost is unavoidable an explanation is available and 
should be given to the client. If the small industry is carrying out repeti- 
tion work more detailed standards should be set-up, in fact standard costs, 
with its simplicity, and cheapness in operation should be adopted. 

With regard to the third basic requirement—a means of controlling the 
business activities as a whole—it is suggested that no business should 
operate without a forecast or picture of future happenings. In actual 
practice “measuring the efficiency of business operations” and “controlling 
the activities of the business as a whole” through the use of budgets are 
closely inter-related, but nevertheless two distinct objectives or functions 
are represented. 

As mentioned earlier, the time and effort required to prepare budgets 
of sales, production and overhead expenses is not great. Their prepara- 
tion forces the management to look ahead and, in a broad way, sets a 
target at which to aim. It prevents the management “from losing sight 
of the forest for the trees.” The budgets should be prepared for at least 
six months ahead, and for twelve months or longer if practicable. The 
lactorv service budget should be segregated into fixed, variable, and semi- 
variable groups so that if production estimates are not being achieved, the 
pruning knife can be promptly and intelligently applied. 

If the three basic requirements just mentioned are attended to the cost 
accountant is then free to exercise his ingenuity and devise ways and 
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means of providing accurate costs and effective control at a minimum of 
cost. Each business presents its own peculiar opportunities. 

Short cuts and make-shift arrangements with the object of reducing the 
cost of the costing system should be made in connection with the handling 
of original data and papers, and the statistical presentation of cost data 
rather than in connection with the control account procedure. 

In a small industry effective control of raw materials can be secured 
without the expense entailed in the orthodox procedure necessary in the 
bigger industries. To inform the working proprietor of a small business 
employing say 20 men that a full time storekeeper is necessary, and that a 
duly authorised requisition in triplicate is required before anything can be 
obtained from the store is to invite a rebuff. In a business of this size the 
accountant can himself carry out the duties of store-keeper; receive and 
issue the materials needed in manufacture; enter receipts and issues direct 
to his prepared analysis sheets in which he has details for his primary 

- records and totals for his control accounts. He can so locate his office that 
he has visual control of all movements of stocks both in and out of the 
store. Many items may go direct to jobs and thus avoid entries in and out 
of store. If estimates are prepared for all jobs (and they should be) he 
has available a Bill of Material and if a number of columns are provided 
on the bill he has already available a summary form on which to note 
issues as they occur, and at the same time a control over what should be 
issued, and a record of material usage not included in the estimate. 

In small industries a file of purchase orders for which goods have been 
received, but for which payiment has not yet been made can take the place 
of a creditors’ ledger. 

A great deal of time and money may be expended in detailed and com- 
plicated methods of allocating overhead expense, descending sometimes 
into the realm of absurdity; all in an attempt to obtain what are termed 
“actual” costs. It might well be asked “are actual costs ever obtained.” 

Most small and medium sized factories are concerned with a relatively 
restricted class or nature of manufacture, and if there is to be a manu- 
facturing business at all should primarily aim to achieve profitable pro- 
duction within their manufacturing sphere, and should concentrate on 
vital matters such as— 

1. Efficient labour control rather than records of labour costs for 
each and every job carried out. 

Control of expense as expense rather than exhaust and mystify 

themselves with elaborate and complicated methods of overhead 
absorption. 

3. Concentrate on good purchasing, control and economical use of 

materials ; elimination of waste and spoilt work rather than 
elaborate methods of recording material costs against every job 
carried out. 

Devise simple and easily understood efficiency statements with 

clear-cut reasons for variation from standard or estimate. 


And at all times remember that the human brain (including that of the 
manager of a small industry) is still in the intellectual kindergarten, and 
that it is worse than useless to collect an array of figures so repulsive to 
man’s limited intelligence that they grow sere and yellow“in the pending 
tray. 

Far more important than the quantity of information collected inside 4 
business is the intelligence of the persons directing its activities. 
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The Relationship of the Basic Wage to the System of 
Payment by Results 
By W. C. Bourke. 


(Being an address delivered before the members of the Labour Research 
Group of the Australasian Institute of Cost Accountants on May 20, 1946). 

We have heard a great deal from the labour Unions lately, advocating an 
increase of £4 per week in the basic wage. We have had arguments ad- 
vanced by senior Union officials substantiating these claims, but we have 
not heard any definite arguments against the increase or any definite solu- 
tion to the problem. Most of the arguments against have been confined 
to statistics presented, or have developed into a personal argument. 

Every wage earner, whether a salaried person or a person on the basic 
wage, wants to see an improvement in our standard of living, irrespective 
of comparing our standard of living with the standard of living in other 
countries. 

My opinion regarding the basic wage is that, as a guarantee of a mini- 
mum wage, it is the best method in the world, but a guaranteed minimum 
without any further incentive does nothing else but bring a good worker 
down to a bad worker’s level. 

I do not intend, tonight, to criticize the structure or compilation of the 
basic wage, but will say that from my experience the principle of basic 
wage is sufficient to form a sound basis for payment by merit as an 
additional payment. 

One theory which is advanced by the Unions is that the basic wage 
should be based on the ability of the country to pay, (by the country, I 
presume they mean Industry) and that wages should be parallel with im- 
provements in efficiency and methods which have been introduced over a 
number of years. Often the cost of these improvements has been very 
high, and necessarily spread over a number of years. So whilst the pur- 
chasing public have benefited a little by these improvements, they are still 
paying for the cost, and will continue to do so until the amount has been 
absorbed, by which time other improvements are forthcoming, and so 
another circle is formed. 


Tue NEED FoR GREATER MAN-HOUR PRODUCTION. 

Let us forget for the moment the answer to this argument, and let us 
agree that the basic wage should increase with increasing profit. If this 
is the yardstick, then, to be fair we should also agree that the basic wage 
should decrease when profits decrease. 

I believe that the solution to improvement of standard of living is not 
an increase in the basic wage, but a compensation by greater remuneration 
for greater man hour production—in other words, using the basic wage 
or base rate as a basic guarantee to pay a further wage based on man 
hour production. 

It should be apparent to even the least educated person that an increase 
in the basic wage, without the commensurate increase in man hour pro- 
duction, would not improve the standard of living, but rather it would 
have the opposite effect. If this“increase is loaded on to present labour 
costs, the cost of production will increase, and when loaded with indirect, 
distribution, and all overhead charges, the initial loading becomes greater, 
and the ultimate load which has to be met will become greater than the 
original increase in basic wage, consequently the purchasing public will 
have to pay considerably more for its goods than the increase can cover. 
Ido not want to enlarge upon this point because it is so very obvious. 
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It is felt, however, that if greater man hour production was achieved, 
and a portion of the resultant profits were distributed to the wage earner, 
then costs would automatically fall, and wages would rise. 

All that I have said tonight is probably well known to you gentlemen 
as members of the Cost Institute Research Group, so now I will attempt 
to offer you some ideas to meet the problem. 


RESEARCH INTO LABOUR PROBLEMS. 

In connection with the activities of the Labour Control Research Group, 
you have lately been conducting a research into various bonus systems 
operating in Australia and various Time Study Methods. These have 
been very well presented, and I feel sure that a lot was learned from these 
research sessions. 

Bonus incentives are only a guarantee that efficiencies established by 
Management will be performed. Management’s responsibility does not 
cease nor commence with the introduction of a wage incentive scheme, 
whether based on Time Studies or pure guess work. The application of 
correct method engineering principles (motion economy study) is more 
important than wage incentives. 

We have not yet progressed very far in this field in Australia, but in 
England, U.S.A., Germany, and other highly industrialised countries, 
method engineering has become a University course. I feel that more 
harm than good can come from the introduction of Time Study by “half 
baked” experts. 

The training for Method Engineering (of which Time and Motion 
Study is a function) is years behind in Australia. In U.S.A. this subject 
has been a University course for the last twenty years, and in addition, 
because of the collection of like industries in a common locality, Industry 
itself has created its own training schools which incorporate Methods 
Engineering. 

I sincerely advocate that the Commonwealth Government either institute 
a chair of Methods Engineering, or set up an advisory section to the 
Council for Scientific and Industrial Research as a service department 
to Industry and the country as a whole. 


THE APPLICATION OF INCENTIVE SCHEMES. 

In the past incentives have been a very dangerous weapon in the hands 
of unscrupulous employers, as evidenced by the antagonism now shown by 
the Unions towards bonus incentives. Every time I have attempted to 
introduce any such scheme I have had to face the question of today’s 
maximum being tomorrow’s minimum. Unfortunately, this condition did, 
and still does exist, because of two reasons. 

(1) Unscrupulous Management. 

(2) Half baked Time Study “Experts.” 

Some legal protection is necessary for both parties in this question. At 
present Arbitration does not concern itself to any great extent with this 
question, but it is considered that for the continuous success of any such 
scheme Arbitration should, with the assistance of the previously men- 
tioned section of the Council for Scientific and Industrial Research, ensure 
that both parties are protected. . 


THE PRINCIPLE OF METHODS ENGINEERING. 

The application to industry of Time and Motion Study, or Methods 
Engineering, will reveal some amazing unconscious inefficiencies and will 
also enable Management to take steps to remedy these ccnditions. 
Numerous illustrations of particular cases could be given, but one I dis- 
covered recently is worth mentioning; because of lack of synchronisation 
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of two machines, two operators were walking 2,000 miles per year 
unnecessarily. This is only one of hundreds of cases every Methods 
Engineer can no doubt bring to mind. 

Before wage incentives can be properly applied, a thorough scientific 
study is necessary to improve methods and reduce strain and fatigue. 
Incentives then only become a guarantee to Management that certain per- 
formances can be maintained, and at the same time allow the worker to 
share in the improvements emanating from these investigations and 
studies. 

Australia at the moment, like all other countries, is going through a 
national rehabilitation period. We must establish overseas markets for 
our secondary as well as primary industries. To enable us to compete 
with our international competitors, we must be able to produce as cheaply 
asthey can. This will only be possible by increased man hour production, 
coupled with efficient production methods. 


OPpposiITION To TIME AND Motion Srupy. 


At this stage I would like to deal with some of the arguments which 
are put forward by the unions against bonus incentives. 

(a) /nsecurity. It is said that increased production, emanating from 
improved methods and bonus incentives will result in mass unem- 
ployment. 

In opposition to this contention it is considered that, if we can produce 
more per man hour, we will produce ultimately at cheaper costs, and will 
be in a far better position to compete in international markets, thus 
in the long run requiring greater production and more producers. Wage 
inentives properly administered would improve standards of living and 
attract the desired immigrants. This in itself would create a greater 
home market, so the question of insecurity is answered by wage incentives. 

Regarding the possibility of increased immigration, I want to leave this 
thought with you, that we first have a responsibility to our own Australian 
workers before considering this question, but if we could establish our- 
elves securely on overseas markets, then, and only then, should we con- 
ider immigration of large numbers. 

(b) Fluctuation in bonus values. This condition unfortunately still 
exists in some places, and the workmen (rightly so, to my way of 
thinking) lose confidence in any scheme. Some call it “sweating,” 
but if arbitration were to recognise bonus incentives as I have sug- 
gested, and our directors of education make provision for training 
men in proper methods of Time Study, this condition would cease 
to exist. 

(c) Health. As time to-night is limited, I cannot deal fully with all 
these points, but I would like to submit some interesting figures 
for your consideration. Some such figures recently received from 
an Australian publication show a comparison of man hour produc- 
tion in U.S A., England and Australia. The figures show the 
extent to which Australia is lagging behind in this regard. The 
comparative figures are: U.S.A., 140 units; England, 80 units; 
Australia, 40 units per man hour. 

Even to compare favourably with England, our man hour production 
tas to improve 100 per cent., and bear in mind our basic wage is much 
higher than that existing in England. 

This means that Management and workers have a big task ahead to co- 
erate and improve to this extent. I particularly stress Management’s 
part because, after all they are the people who will sanction the cost of 
mproved .machinery and methods. Workers will be expected to produce 
to their maximum healthy physical possibility, and should participate in 
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the resultant prosperity, not by increased base rates, but by bonus jp. 
centives based on a minimum rate, (or basic wage plus margins for skill 
etc. ) 

The Institution of a Wage Incentive Scheme. 

The National Association of Cost Accountants Bulletin dated 15/1/37, 
gives 6 points, which they recommend as the basic characteristics of any 
wage incentive scheme, and with these I agree entirely. They are— 

(1) It should provide enough of a guarantee to give the workers a 
feeling of sécurity. 

(2) There should be enough spread between the guarantee (award) 
rate and the standard earning rate to provide incentive to extn 
effort. 

(3) The plan should permit of an earning rate at least commensurate 
with going rates for like work in the locality. 

(4) Fair decisions with regard to unusual conditions are essential, 

(5) Prompt attention to complaints and elimination of their causes is 
a necessity. 

(6) The plan should be such that it is fairly easy for a man to compute 
his earnings. 

These points should be remembered when considering any wage incer 

tive scheme. No scheme should be so complicated as to give rise to 
suspicions in the minds of workers. 


Economic Considerations. 


Let us consider some figures. A 10° increase in wages would not in 
crease purchasing power at all if the prices of the goods increased by 10%. 
If the price of goods did not change, the 10° increase would represent: 
10% increase in purchasing power, but a 10° increase will representa 
22% increase in purchasing power, if the prices of goods have been de 
creased 10% at the same time. 

In the February 1946 issue of the American publication, “Factory,” a 
editorial is submitted by the editor regarding the ability of Industry to 
pay an increase in wages, and the following is quoted as an indication 0 
what payment by merit coupled with Methods Engineering procedure aa 
achieve. 

“The figures we shall use in our illustration are all government figures; 
they come from the Bureau of Labour Statistics in the U.S. Departmetl 
of Labour. 

“In the chemical industry, output per man hour in 1923 can be repre 
sented by five units. With this as a yardstick, here’s what happened t0 
output per man between 1923 and 1940. 

1940 = ten units. 

“Output per man hour had exactly doubled! and this increase was 10 
the result of a ‘speed-up’ or anything resembling a speed-up. Better 
methods and better equipment, provided out of the money the industry 
was able to set aside for improvements, made it possible for chemicd 
workers to increase their output with no m6re effort, and probably with 
much less effort—on their part. 

“While this was going on, sales also increased. Let these five units ® 
present the. chemical industries’ sales in 1923. Here is what happened 
to their sales over the 18 years’ period. 

1940 = ten units. 
Sales, too, had.almost exactly doubled! That was to be expected, becau% 
the industry was meanwhile able to cut its units costs, and hence i§ 
selling prices. Let us represent the prices of the chemicals industrt 
products in 1923 by these four units. 

“Now let us see what happened to selling prices. We are not surprise’ 
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to find that in 1940 the four units had become three units. In other words, 
the selling prices of the industry’s products had been cut very close to 
25%,—23.9%, to be exact. Part of the gain resulting from the increase in 
output was thus passed on to the public, which was therefore able to 
purchase more of the industry’s products which, as we shall see, meant 
more jobs.. We are now ready for the big question: What happened to 
wages? Wages in 1929 may be represented by six units. 

“By 1940 the six units had become 10 units. Wages had thus increased 
by 67%. 

“There is one more piece to the picture. What did all this do to employ- 
ment? Again the record is clear. 

“If we let six men represent employment in the chemical industry in 
1923, the employment in 1940 is represented by eight men. Employment, 
in short, had increased almost exactly one third. 

“That’s the pattern, it’s a familiar one in many other industries. Greater 
output, lower costs, lower prices, increased sales, higher wages, and more 
jobs.” 

This argument, gentlemen, is quite conclusive, but when one considers 
the added advantage of the basic wage as a base for arriving at the value 
of production, and because of the law which insists on a worker being 
paid the basic wage, our adoption of the bonus incentive method seems to 
be the best solution to national stability and improved living. standards. 

Again quoting the same journal, it may be agreed that—“Higher wages 
an come only from increased output per man hour of work.” 


Facilities for training in Methods Engineering. 
In a short time this evening, I have tried to warn you of the pitfalls that 
may ensue. It is stressed that the main point is to make sure that the 
people who may introduce any such scheme are fully trained and ex- 


perienced, and are not merely “Text Book Experts.” 

Further, it would appear to be a Government responsibility to see that 
facilities for training our men in Methods Engineering are available to 
Australian industry (both big and small). 

We often find clerks from the office or foremen embarking on Time 
Studies ; some make a good job of it, others make a horrible mess, and it 
is these messes that stick hard and fast in the minds of the workers and 
their Unions. 

The foregoing may appear to satisfy the direct secondary industrial 
worker, but the same principle can apply to all workers, although the basis 
for computing what is a good hour’s production is somewhat more difficult. 
ltis very difficult to measure some job scientifically, but there are known 
ways and means, and I feel sure that all workers could be incorporated in 
abonus incentive scheme. 

This will all take time and a good deal of money, but when one con- 
‘ders that our nation as a nation may economically be prejudiced by any 
inrease in the basic wage without the commensurate increase in pro- 
duction, then I consider any such cost or time well worth the while. 

In conclusion, I would like to leave this thought with you. That every 
person who works for a living should become vitally interested in this 
question, and irrespective of his political beliefs, he should try to present 
his views on this all important question to his Parliamentary representa- 
tive, 

He should also try and influence his superior in his work to investigate 
the possibilities of any such scheme, and as I have previously stated, with 
the guarantee of the basic wage as a basis, the additional remuneration 
by incentives for greater manhour production is the only way clear for 
improvement in standard of living. 
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“The Joy of Living” 
By E. H. Irwin, F.1.c.a. 


I have been stock-taking. No! not the counting of washers, bolts, nuts 
screws, globes, etc., which is commonly associated with the close of the 
financial year, but the stock-taking of my surroundings. Very little time 
is taken by me in taking stock—I work from morn till night and then] 
have the rest of the evening to myself. But when my friend suggested 
recently that we (he and I) should leave work half an hour befor 
closing time, to attend a social function, methought that a wonderful 
opportunity presented itself. It did. He and I (we) arrived at the place 
and time appointed by that mysterious telephone voice earlier in the day 
which had requested us to meet the powers that be (or should it be “are”?), 
Alas! we waited, and then in the company of four others of the powers 
that be not (or should it be “are”?), we betook us to more entertaining 
centres. 

When the formal function formed, those present got to know each other 
better and “Mr. So and So” became “Bill” and “Your Lordship” became 
“Sam.” The State President was there—hale and hearty, the Registrar 
was there—social and smiling, the State Vice-President was there—young 
and youthful, and the Editor was there—inviting and informal. Criticism 
seemed out of place in such a gathering. Contacts were made which might 
interest one’s business. But my friend (“he”) left me and all I heard 
later was that he was to write an article of interest for the next issue of 
The Australian Accountant. On the way home he said that we (he and 
I) had to write the article, but he, being wiser in the ways of such interes 
than me, was deputed to do the job. 

As for me, Mr. Editor, fate has not been so kind. Since then I have 
been led into all types of traps, and all sorts of snares have done me wrong, 
and I write to you to find out whether you can forgive me for deputing 
the job, for the following reasons :— 

1. Firstly, the task was mine to append my signature to over two 

hundred (or thereabouts) Group Certificates for Tax Instalments 
deductions. You know the form I mean; of four copies coloured, 
inter alia, white, golden, pink and (of course) green. Really, it was 
only the colour scheme which kept me going. I would not classify 
under a separate heading similar Certificates of Earnings of slightly 
larger size but with one of the colour schemes missing. These had 
to be signed also, under dire penalties of distress for omission. 
Secondly, Sir, there is a Reconciliation Statement to be compiled 
setting out how the difference in money. which was not forwarded 
to its ultimate goal (I nearly said “gaol’’) had been accounted. It 
reminded one of those good old days when you and I, Sir, in our 
respective spheres reconciled the Bank Statement with our Cash 
Book and which showed, inter alia, “LLodgments banked in the fol- 
lowing month.” As there was a year’s collections to be reconciled, 
this, too, involved time (perhaps not all mine). 
Thirdly, as the end of the financial year had decided to fall—net 
drop—on the end of the month, I had to set in operation the payment 
of the total collections for the month, which had to be forwarded 
to the same goal. This is done on quite a neat and concise form 
called Remittance by Group Employer. Of course, I have to givt 
an undertaking as Public Officer that everything is true and above 
board (the latter words are mine). 
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Fourthly, having disposed of what has been collected, I proceed to 
dispose of that which is not collected (at least not collected in the 
same manner). For this purpose, I lay my hands on a triplicate 
form, which folds quite intricately when properly creased. This form 
is known as Pay Roll Tax Form 4, Regulation 8 (1) and is simi- 
larly supplied free as are those in (1), (2) and (3) above. Apart 
from the labour of seeing that all the copies are signed, the main task 
is to work out 24% on an amount which is previously arrived at, 
by deducting a certain sum from that paid out for certain services. 
Fifthly, I should not really tell you of this one, but I do make out 
my own Income Tax Return in the company’s time." After all, it is 
only one amount in money, a signature and my family tree and where 
it is planted. 
Sixthly, there is a small company also to which I swear allegiance. 
This company works the same principle as above, but it is done by 
means of buying stamps (in duplicate—please note) and affixing the 
original stamp and the duplicate stamp on separate parts of a per- 
forated page. After signature by the employees who take away 
half of the page, I must (dire penalties—by George!!) send it back 
whence it originated. 

Seventhly, I discovered, pushed away in the bottom of one of my 

baskets, a Transfer of Shares form which should have been finalised. 

Having obtained another form called, inter alia, Application for the 

Opinion of the Deputy Controller of Stamps, I must needs fill all 

the details on it and await the inevitable day when a letter arrives 

back with a demand for a penalty for not having it stamped within 

a month. | 

Eighthly, a motor lorry driver came in this morning and told me 

that his disc would be useless in a few days—the disc is a small 

transparent paper stuck on the windscreen of the said lorry. Visions 
leaped in front of my eyes in the following order :— 

(a) Get the Comprehensive Booklet which is sent out by the Motor 
Registration Branch free, and which contains all particulars of 
the vehicle, from colour to capacity. (How’s yours?) 

(b) Get the Third Party Policy which must accompany (a)—this 
is only done where the company likes to keep the insurance 
commission and where it acts as an agent. 

(c) Cheque must be drawn which has to be signed owing to our 
banking regulations. 

Well! that’s off, but I wonder when the next registration is due. 

And was that lorry, which has just been registered, fully covered by 

insurance under a Comprehensive Motor Policy and for how much. 

Ninthly, an irate orchardist must have Nicotine (No—not “My 

Lady’) Sulphate for pests (he definitely says for orchard pests 

only). I have to convince him that the only way to obtain his require- 

ments is to complete a form addressed to the Department of Agri- 
culture giving his name, address, purposes required for, acreage, 
etc., etc., ad lib. The form must be signed. 

Tenthly, a Motor Truck tyre has gone. But the preliminary arrange- 

ment for acquiring one to replace is the completion of a beautiful 

four-page form. Any information which is omitted from that form 
after all questions are conscientiously answered is not relevant to 
motor tyres. These forms are supplied free and must be signed by an 
executive officer of the company. But the completion of the form 
is not the end. It must be scrutinised by the powers that are (or 
should it be “be”?) and a permit typed, signed and forwarded in 
return. These permits do not generally arrive back in a few days. 
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Eleventhly, I forgot when dealing with Transfer of Shares in (7) 
to remark that before shares can be transferred they must be born, 
This is done officially by lodging a Return of Allotment, setting out 
the surname, christian names, occupation, and the shares allotted to 
each person and giving the date when the shares were born. This 
must be signed. The form is not supplied free as the fees paid are 
comparatively small, but has to be purchased. So far—so good. Still 
a Statutory Declaration must be compiled to accompany the Retum, 
and then, pen in hand, I set out like Robinson Crusoe looking for 
a Justice of the Peace (not to be confused with a Breach of the 
Peace). 

Twelfthly, I almost forgot the Sales Tax people. I’m so sorry, for 
I do not wish to antagonise any Department—least of all this section, 
for it does supply the monthly forms free of charge to be compiled 
by the recipient. The form is, again, one of those beautiful tripli- 
cate styles which one has to be careful that all the copies are signed. 
But before signing, certain statistics have to be made and set out in 
the various columns. If you are lucky (I am), no calculations for 
the payment of tax have to be made, but still the return must be 
completed and forwarded, in globo. 

Thirteenthly—it would happen about here—but I have almost run 
out of cheques for signing. You may know that the banks will not 
pay a cheque unless a twopenny duty stamp is affixed or impressed 
(the latter is affixed more permanently). As the staff is completely 
engaged in compiling other returns, it is not available for licking 
stamps. This means that I have to send the cheque forms to the 
Stamps Office, which will only do its part for “cash.” “Nothing so 
low as cheques is acceptable for such duties. 
Fourteenthly—there’s no hope in life of me ever thinking out some- 
thing interesting for The Australian Accountant—my life is too 
interesting to tell others about it in print. Let them come out and 
see me and then they may be able to take over some of these forms. 
Fifteenthly, there are petrol tickets, and special licences to be applied 
for. Otherwise how can the raw material be supplied? Or how can 
the driver, unarmed by such special licences, repel the attacks of those 
armed by the law. A point of interest here is that payment is made 
invariably before notice that renewal is due is received. Such is the 
long arm of the law. 

Sixteenthly. A boy who rides a bicycle to work wants to get new 
tyres and tubes. He comes to me to certify that his bicycle is used 
only in riding to and from work. I do so. What’s the use? How can 
I see that he does not use his bicycle to visit his girl friend or go 
on week-end cycling trips to McMahon’s and McVeigh’s? 
Seventeenthly. It is some time now since I checked the position with 
the Trade Marks Registrations. Due for renewal every fourteen 
vears or so, I cannot, remember the last renewal, and feel that one 
day the axe may fall (more dire penalties, cross looks and angry 
leers). 

Eighteenthly. I forgot the biggest job this month because, after | 
set it in motion, I left it. A bonus Issue of Shares was made which 
necessitated a Return of Allotment as set out in (11) above. This 
is no ordinary Allotment of Shares, as every one of the thousand 
shareholders must have his name, christian names, occgipation and 
shares allotted recorded. And I do really forget, and I don’t really 
care at present, whether a copy has to be sent with the Income Tax 
Return due in a year’s time—that will look after itself later. What 
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a fine accountant your readers will consider your contributor is, but 
at least one can take consolation in the verse :— 
“All the world is queer, 
Save Thee and Me, 
And even Thee’s 
A little queer.” 


Nineteenthly. No doubt you are conversant with the Companies Act, 
which states, infra dig. (or should it be inter alia), that Share Cer- 
tificates must be available not later than two months after allotment. 
I will have to set out and have a few thousand of these completed. 


Twentiethly (if such a word there is—Reference: consult A. P. 
Herbert), I had to sign a return dealing with sawdust which I have 
no doubt is useful to someone for some purpose. My life is too busy 
to enquire the reason, and my efforts are only used in keeping out 
of gaol. 

Now, Mr. Editor, I have touched on only one part of my duties—infor- 
mation for government departments. Perhaps to prove to you that I am 
really too busy (or not able—as you like it) to write anything of interest 
for our journal, I may disclose to you at a future date what is embodied 
in my other working hours. By the way, did I mention previously that 
I did not have to complete the Company’s Income Tax Return this month? 
—our financial year ends in September. 





SYDNEY TECHNICAL COLLEGE 


Applications are invited from qualified accountants for the writing of 


any or all of the following correspondence lessons in Final Accountancy 
for the College: 
(1) Analysis and interpretation of accounts and operating statements 
—one lesson. 
(2) Balance sheet analysis—one lesson. 
(3) Business statistics and analysis and interpretation of accounting 
data—one lesson. 
(4) Holding companies and consolidated balance sheet and profit and 
loss accounts—two lessons. 
The rate of pay in each case is fixed at £5/5/- per lesson. 
Applications in each case should be made by letter and addressed to the 
Principal, Sydney Technical College, in order to reach him not later than 
September 30. 





PUBLIC ACCOUNTANTS REGISTRATION BOARD, 
NEW SOUTH WALES 


Registered Public Accountants are advised that the roll fee of £1 for 
the year commencing January 1, 1947, is payable before October 1 next. 
Address of Registered Office should be forwarded with the fee. 

If any registered public accountant fails to pay the fees before November 
1, the Board shall forthwith remove his name from the register. 
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Enemy Subject Declarations on Transfer of Shares” 
in Companies 


The Australian Associated Stock Exchanges recently circularised all 
listed companies seeking their co-operation in refraining from insisting 
upon Enemy Subject Declarations on the transfer of their shares except 
in special circumstances, as enumerated in the circular. 

The text of the circular was as follows: 


“NATIONAL SECURITY (ENEMY PROPERTY) 
REGULATIONS 
Declaration on Transfer of Shares 

The trading with the Enemy Act 1939, and National Security (Enemy 
Property) Regulations place upon a company the obligation of ensuring 
that a transfer of its shares does not contravene the Regulations, i, 
that the shares are not being transferred from or to a shareholder on 
behalf of, or being, an enemy subject. 

Following an enquiry directed to the Controller of Enemy Property, 
it is advised that companies would be regarded as complying sufficiently 
with the law if they required an ‘enemy subject’ declaration only in” 
those cases in which the company had information which would lead it 
to suppose that, notwithstanding an address in Australia, allied or 
neutral country, the person concerned was an enemy subject or that he 
was really holding or acquiring the shares on behalf of, or for the 
benefit of, an enemy subject. 

For the purpose of these Regulations, an enemy su ject is, broadly 
speaking— 

1. A person or body of persons of whatever nationality (and if 
incorporated, wherever incorporated) resident or carrying on busi- 
ness in enemy territory: 
or 
Any person, firm or corporation (whether incorporated in an 
enemy country or not) in respect of whom the Attorney-General, 
by notice published in the Gazette, makes a declaration in pur- 
suance of The Trading with the Enemy Act. 

It is to be specially noted that Nationality does not necessarily indi- 
cate ‘enemy subject.’ All persons resident in enemy territory come 
within the definition of the term, whether or not they are subjects of an 
enemy power. 

In view of the ruling of the Controller of Enemy Property, the 
Associated Stock Exchanges of Australia advise all listed companies to 
refrain from insisting on ‘enemy subject’ declarations, except in the 
special circumstances above mentioned. 

May we anticipate your co-operation? A reply would be appreciated.” 
It is understood that replies received indicated complete endorsement 

of the practice suggested by the Associated Stock Exchanges. 
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